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Henry Clifford Hawes 


Henry Clifford Hawes was born 
in Atlanta, Illinois on May 23, 
1893, and died suddenly at his home 
in Deerfield, Illinois on Wednesday 
evening, August 27, 1952. 

His early education started in 
Atianta where he attended the 
public schools of that city. He 
attended Eureka (Illinois) College 
in 1912-1913, and graduated from 
the College of Commerce at the 
University of Illinois in 1917. While 
at the University he was elected 
to membership in Beta Gamma 
Sigma, the honorary fraternity for 
collegiate students of business. 

On November 1, 1918, Mr. Hawes 
entered the employ of our Chicago 
office and in 1943 became a partner 
of the firm. He was a certified 
public accountant in Illinois and 
in several other states; a member 
of the Illinois Society of Certified 
Public Accountants and of the 
American Institute of Accountants. 
Mr. Hawes had been a member or 
chairman of several important com- 
mittees of the Illinois Society of 
Certified Public Accountants and 
in 1941 and 1942 he served as a 
director of the Society. He was a 
member of the Board of Examiners 
of the State of Illinois from 1944 
to 1946 and served as its chairman 
in 1946. 


In addition to his professional 
work Mr. Hawes took an active 
interest in many other activities. 
He had recently served as a member 
of the advisory committee to the 
College of Commerce of the Uni- 
versity of Illinois. He was a former 
member of the school board in 
Deerfield, where he lived, was a 
director of the Citizens Committee 
for the Betterment of Deerfield, 
treasurer of the Highland Park 
Hospital and was former treasurer 
of the Presbyterian Church in 
Highland Park. 

Mr. Hawes was fond of outdoor 
sports and recreations, and loved 
to hunt and fish, play golf or to 
work in his garden. He was a mem- 
ber of the Men’s Garden Club of 
Highland Park, the Exmoor Coun- 
try Club, the Executives’ Club of 
Chicago, and the University Club 
of Chicago. 

On May 6, 1922, Mr. Hawes was 
married to Helen West Davidson 
of Evanston, Illinois, who survives 
him, together with two sons, 
William D., and Henry C., Jr., both 
of whom are married. There are 
two grandchildren. Services were 
held at the Highland Park Presby- 
terian Church, with entombment 
in Memorial Park, Evanston. 
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Tributes by Partners and Staff 


A few weeks before Henry Hawes 
passed away I was in Chicago and 
spent a delightful afternoon with 
him. He appeared to be his usual 
healthy, happy self so that I was 
not in any measure forewarned 
and his sudden death profoundly 
shocked me. 

We first met thirty odd years 
ago, in Washington, D. C., where 
we, with Colonel Montgomery, were 
engaged in bringing order out of 
chaos in the financial affairs of the 
government-owned Emergency 
Fleet Corporation. We worked to- 
gether, side by side, for a period of 
seven or eight months. I do not 
recall any disturbing incidents. I 
feel sure there were none. It is 
inconceivable that working with 
Henry could be anything other 
than a harmonious experience, and 
so it proved to many others through 
his years of earnest devotion to the 
interests of the firm. The strength 
of his personal character, his in- 
tegrity and warm-hearted sincerity 
insured to those fortunate to be 
associated with him the joy of a 
lasting friendship. It was such an 
experience that we enjoyed and 
which his passing terminated; to 
me it was a great privilege to have 
known him so intimately and to 
have had the many years of friendly 
professional association. 


PRIOR SINCLAIR. 


The sudden passing of Henry C. 
Hawes came as a great shock. My 
association with Henry dates back 
more than thirty years. We first 
became acquainted in 1919 when 
we were assigned to a flour mill 
engagement in Minneapolis. Since 
that time we had been closely 
associated together, first as staff 


members and later as partners in | 
Henry’s office | 


the Chicago office. 
was next to mine and scarcely had 
a day passed in many years without 
our being together, either in con- 
ference on accounting or business 
matters, over the lunch table, or in 
friendly conversation. 

Henry was a fine accountant, a 
conscientious worker, and had a 
great capacity for detail. He was 
constantly consulted on various 
accounting problems for guidance 
and help, and on such occasions he 
always displayed the greatest 
amount of consideration and cour- 
tesy in his relations with others. 

He had been quite active in the 


ee 


affairs of the accounting profession, | 


and was one of the outstanding citi- 
zens of the community in which he 
lived. A man of fine character and 


high ideals, he devoted a great | 


amount of his time to educational, 
church, civic and other community 
affairs. 

His untimely passing is a deep 
personal loss to me and will mean a 
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great loss to his many friends and 
associates. 
HOMER L. MILLER. 


It has been almost forty years 
since I first met Henry Hawes 
while we were attending the Uni- 
versity of Illinois. For a subse- 
quent period of about ten years I 
saw him almost every day, and 
after I moved to New York I con- 
tinued to see him a number of times 
each year. 

I believe Henry had all of the 
human virtues and none of the 
faults. His home life was a con- 
tinuous joyous experience, and was 
reflected in his business relation- 
ships to the pleasure of his asso- 
ciates. I feel the conviction that 
Henry enjoyed living, and I know he 
contributed a great deal to his fel- 
low men through the way he lived. 

NORMAN J. LENHART. 


When Homer Miller phoned me 
of Henry Hawes’ untimely death, 
I could hardly believe the news. 
Only two weeks before I had spent 
two very pleasant evenings as the 
house guest of Henry and Helen 
Hawes. 

Henry was a man of independent 
thought and repeatedly I marveled 
at his keen, inquiring, and analyti- 
cal mind. Always giving serious 
and careful consideration to any 
problem with which he had to deal, 
he will long be remembered by his 
many friends and associates for his 


extensive and practical knowledge 
of accounting and his service to 
mankind in various civic, profes- 
sional, and educational affairs. 

Many a time I had phoned him 
for his advice on some problem 
or accounting question of a client 
and never once did he indicate by 
his tone of voice, or otherwise, that 
he was busy with his own problems 
or responsibilities although, in nu- 
merous instances, that must have 
been the case. His voice and con- 
versation revealed a natural friend- 
liness which I shall long remember. 
Always considerate, kindly toler- 
ant, and magnanimous, Henry was 
most generous with his time and 
talents, unselfishly willing to share 
his extensive knowledge and experi- 
ence with others in a manner most 
helpful and pleasing to them. 

In the untimely death of Henry 
Hawes I have lost a very helpful 
and true friend whom I have known, 
respected, and admired for more 
than thirty years. It is hard to 
realize that Henry is no longer 
around the Chicago Office. We in 
the Rockford Office shall miss him 
greatly. 

JOHN CONRAD. 


Our close association in the same 
office was for only two years, yet 
in that relatively short period I 
came to know Henry Hawes as a 
man of sincere purpose and genuine- 
ness. We had many long and inter- 
esting discussions together, not only 
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on mutual accounting problems, 
but also on politics and other 
topics of the day and sports. His 
thinking was profound and his 
judgment extremely sound. I was 
particularly impressed by his pride 
in his family and home and his 
garden which he personally nur- 
tured. It was a stunning blow to 
learn of the sudden death of a man 
with whom I so recently had a 
most pleasurable day at our office 
golf outing. 


J. EDWARD BURKE. 


The suddenness of the death of 
Henry C. Hawes came as a terrific 
shock to the staff and office force, 
as few if any suspected that he was 
not in the best of health. It is hard 
to believe that the office he had 
occupied for so many years and 
from which he dispatched many of 
us on our first (as well as many 
other) assignments, is now vacant. 
He was always considerate of the 
welfare of the staff, never failing 
to recognize the unavoidable per- 
sonal inconveniences resulting from 
certain assignments. 

He was always ready to exchange 
views on gardening, politics, hunt- 
ing and fishing, and enjoyed re- 
counting with us vacation trips and 
other personal experiences. 

He expected strict adherance to 
established rules, and was meticu- 


lous in requiring the application of 
recognized accounting standards 
and procedures to all our work. We 
always knew that when we brought 
in an engagement to Mr. Hawes for 
review, the motivating influence in 
his suggestions would be in the 
interest of the best service to the 
client while protecting the firm’s 
reputation. 

We shall miss him greatly in 
“Room 1715.” 


THE CHICAGO OFFICE STAFF. 


Letter from William S. Deeming, 
President, Illinots Society of 
Certified Public Accountants to 
Mrs. Hawes: 


he Board of Directors of the 
Society has requested me to convey 
to you and your family the sym- 
pathy of its members and of the 
officers and members of the Society. 

Through his work on the Board, 
through his committee activities 
and, perhaps more than all, through 
the life which he led, Henry con- 
tributed greatly to the standing and 
progress of his profession. 

In all of my personal contacts 
with Henry and in all conversations 
in which he has been mentioned, I 
have been impressed by his ideals 
and by the esteem in which he was 
held. His loss is felt deeply by his 
fellow accountants. 
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The New Partners 


The Firm welcomes into the 
partnership Messrs. Joseph W. 
Bower, Henry C. Elfers and John 
L. Moneta. It is always a pleasure 
to add to the Firm those who, 
through the high quality of their 
service to our clients, have demon- 
strated their fitness for greater 
responsibilities. 

PRIOR SINCLAIR. 


Joseph W. Bower 


Joseph W. Bower was born in 
Detroit, Michigan on September 4, 
1915, but was moved very shortly 
thereafter to Montclair, New 
Jersey. His early education was 
begun at local and private (Law- 
renceville) schools of that state and 
continued at Princeton University. 
In December, 1936, he joined the 
staff of the New York office, and 
completed his education at New 
York University, where he received 
a degree in accounting in 1941. 

In June, 1945, he was transferred 
to the St. Louis office and three 
years later was appointed Resident 
Manager of that office. In October, 
1950, he was transferred to the 
Pittsburgh office. 

Mr. Bower is a certified public 
accountant in the states of New 
Jersey, Missouri, Illinois and Penn- 
sylvania. He has taken active 
interest in state C.P.A. work, serv- 
ing as an officer and committeeman 


in several of the state societies. 
He is a member of the American 
Institute of Accountants and the 
National Association of Cost Ac- 
countants. 

Mr. Bower is married, has two 
sons and lives in Rosslyn Farms, 
Pennsylvania. 


Henry C. Elfers 


Henry C. Elfers was born in New 
York City in 1914 and received his 
grade and high school education in 
that city. He attended the Wharton 
School of the University of Penn- 
sylvania and graduated in 1935. 

In that same year he joined our 
New York office staff. During 
World War IT he served in the Cost 
Inspection Service of the United 
States Navy from December, 1942, 
through January, 1946, attaining 
the rank of Lieutenant Commander. 

He is a certified public accountant 
of New York and Illinois and is a 
member of the American Institute 
of Accountants and The New York 
State Society of Certified Public 
Accountants. 

Mr. Elfers is married and has 
two children, a boy and a girl, and 
resides in Oceanside, New York. 


John L. Moneta 


John L. Moneta was born in 
Lansford, Pennsylvania, in 1907 
and attended grade and high schools 
in Coaldale, Pennsylvania. 
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After graduation from high 
school, he enrolled at The Penn- 
sylvania State College from which 
he was graduated in June, 1928, 
with the degree of Bachelor of Arts 
in the curriculum in Commerce and 
Finance. 

He joined the staff of the Phila- 
delphia office in January, 1929, and 
has been a member of the organi- 
zation since that time. 

Mr. Moneta became a certified 
public accountant in Pennsylvania 
in 1934, and is a member of the 
American Institute of Accountants, 
Pennsylvania Institute of Certified 
Public Accountants, National Asso- 
ciation of Cost Accountants and 
the Penn State Club of Philadel- 
phia. He is currently serving as a 


member of the Committees on 
Professional Ethics and Auditing 
and Accounting Procedures of the 
Pennsylvania Institute. He has 
served as General Chairman of the 
Annual Meeting of the Institute for 
two years; and has been active in 
the affairs of the Philadelphia Chap- 
ter by serving on various commit- 
tees, principally as a member of the 
Executive Committee and as Chair- 
man of the Committee on Relations 
with Other Professional Organiza- 
tions. 

Mr. Moneta is married and has 
a daughter and son. The family 
lives in Villanova, Pennsylvania, 
where both he and Mrs. Moneta 
are active in church and civic 
affairs. 
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Renegotiation of Government Contracts 


By THomMaAS J. COGAN 
(New York Office) 


Renegotiation is a process in- 
volving the over-all reconsideration 
of profits realized by a business, 
or group of related businesses, on 
direct or indirect government 
business during a fiscal year. It 
had its inception in World War II. 
Originally, Congress had proposed 
a flat profit limitation of 6% on all 
war contract sales. The military 
services, because of previous ex- 
perience with the unfavorable con- 
sequences of the use of fixed profit 
percentage limitation devices, felt 
that this would be unsatisfactory 
and conceived the idea of a profit 
limitation plan which might be an 
incentive rather than a deterrent 
to efficient procurement; they pro- 
posed that broad powers be con- 
ferred on them to negotiate an 
adjustment of contract prices on 
a basis which would take into 





1The use of the phrase “receipts or ac- 
cruals’’ does not mean that a sale is rene- 
gotiable because it was either accrued or 
collected in 1951. It is intended to dis- 
tinguish between companies on the accrual 
basis and those on the cash basis. 


*Provision was also made whereby the 
1951 Act might, in effect, “take over” that 
portion of the 1950 receipts or accruals of 
fiscal year companies which applied to a 
fiscal year ending in 1951. 


consideration the standard of per- 
formance of the individual 
contractor. Congress adopted this 
suggestion and on April 28, 1942 
the first renegotiation measure was 
included as part of the Sixth Sup- 
plemental National Defense Appro- 
priation Act. This measure 
provided for renegotiation on an 
individual contract basis, but a 
later amendment provided for rene- 
gotiation on an over-all basis for 
each company. This was followed 
by the Renegotiation Act of 1943, 
which improved the working of the 
previous law but did not change 
its basic concepts. Renegotiation 
was revived by the enactment of 
the Renegotiation Act of 1948 
which was extended, as to kinds of 
contracts covered, in 1949 and 1950. 
The present law, the Renegotiation 
Act of 1951, was enacted on March 
23, 1951 and applies to receipts or 
accruals! under contracts covered 
by the Act, between January 1, 
1951 and December 31, 1953.2 
Renegotiation is one of a related 
group of profit limiting devices, 
such as the Vinson-Trammel Act 
which imposes flat profit percentage 
limitations on certain types of pro- 
curement, the Excess Profits Tax 
Act and price redetermination 














8 LR B. & 





M. Journal 





clauses contained in many govern- 
ment contracts and some of their 
related subcontracts. 

Renegotiation has been held to 
be a necessary adjunct to control 
during periods of war or emergency 
because excessive prices may be 
received, and excessive profits rea- 
lized, either because the urgent 
needs for material do not permit 
the time for close consideration of 
pricing, especially in instances of 
unfamiliar products, or because the 
impact of greatly expanded volume 
creates a much larger profit than 
could have been reasonably in the 
minds of either of the contracting 
parties when the contract was 
made. 

Some thought has been expressed 
that the present prevalent use of 
price redetermination clauses in 
government contracts obviates the 
need for renegotiation. While price 
redetermination clauses undoubt- 
edly should materially reduce the 
amount of any excessive profits 
which may remain to be recovered 
through renegotiation, it is doubt- 
ful that it can be considered to be 
a complete substitute. It is ques- 
tionable whether the price redeter- 
mination process can adequately 
take into consideration the effect 
upon over-all profit margins of 
expanded volume. Furthermore, 
it cannot reach the lower-tier sub- 
contractor, the company which 
supplies one of the thousands of 
parts that enter into the final 
product being supplied to the gov- 


ernment; this company’s profits 
are just as much the result of 
government procurement, although 
indirectly, as the prime contrac- 
tor’s. 

The Renegotiation Statute does 
not fix any specific percentage of 
sales as being a reasonable profit 
margin. It says that what are to 
be deemed “‘excessive profits” shall 
be determined by taking into con- 
sideration a variety of factors. As 
enumerated in the Statute these 
are: efficiency of the contractor, 
reasonableness of costs and profits, 
capital employed, extent of risk 
assumed, contribution to the de- 
fense effort, character of the busi- 
ness and such other factors as 
public interest and equitable deal- 
ings may require. The broadness 
implicit in these standards has 
created considerable criticism and 
expression of opinion that the 
Renegotiation Board is given too 
much discretion. Undoubtedly this 
is a valid criticism. However, it 
must be recognized that any alter- 
native measure would probably 
involve a fixed percentage profit 
limitation with consequent stifling 
of incentive and the favoring of the 
inefficient performer and penali- 
zation of the efficient company. 
However, those in charge of rene- 
gotiation must, and undoubtedly 
do, realize, that with power goes 
responsibility and that the very 
latitude given them by the statute 
imposes upon them an especial 
burden to make every effort to be 
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scrupulously fair in their dealings 
with contractors. 

It is now time to consider specific 
problems which confront the con- 
ractor in complying with the 
requirements of the Renegotiation 
Act. 

First, it should be pointed out 
that the terms “contract” and 
“subcontract” have much broader 
meanings than is usually attributed 
to them by business men. The 
statute defines a subcontract as 
“any purchase order or agreement 
(including purchase orders or agree- 
ments antedating the related prime 
contract or higher tier subcontract) 
to perform all or any part of the 
work, or to make or furnish any 
materials, required for the per- 
formance of any other contract 
or subcontract...” This far- 
reaching definition could conceiv- 
ably extend to the company which 
makes the cord which wraps the 
carton which contains the bolts 
which are finally used on an air- 
craft. There are, however, certain 
exemptions in the Act and related 
regulations, which shall be later 
discussed, that serve to limit its 
application; but even with these, 
the coverage of the Renegotiation 
Act is very broad. 

The first thing which a company 
must take into account is, of course, 
whether or not any of its business 
is subject to renegotiation. In 
view of the broad meaning of a 
subcontract it can be readily seen 
that this may be a formidable task 


for a company whose business is 
related to the defense effort but 
which is considerably removed from 
the prime contractor that is making 
the end-product for the govern- 
ment. If a company has any sales 
which are subject to renegotiation 
it must file a report with the Rene- 
gotiation Board within three 
months of the close of its fiscal 
year, or such extended period as 
the Board may grant. It should 
be noted that while the Statute 
states that renegotiation shall not 
reduce the subject sales below 
$250,000 (in cases of certain fees, 
$25,000) this report, which is desig- 
nated RB Form 1, must be filed 
even though renegotiable sales are 
below the statutory minimum. 
Determination of the amount of 
renegotiable sales will not, usually, 
present a difficult problem in the 
case of a prime contractor or a 
company whose business is closely 
related to that of a prime con- 
tractor. For other companies, the 
renegotiation regulations contain 
suggestions for determining renego- 
tiable sales. Among these are: 
presence of a renegotiation clause 
in the contract or purchase order, 
indication of government end-use 
furnished by the insertion of a 
CMP allotment symbol or DO 
rating symbol on the order, refer- 
ence to a government contract 
number on the order, or inquiries 
of customers. All of this is mani- 
festly quite a task. The regulations 
recognize this and state that “the 
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subcontractor is not required to do 
more than a reasonable businessman 
would do under the circumstances.” 
They state, specifically, that in- 
quiries need not be made where 
the subcontractor had no knowledge 
of his customer’s use of the product 
sold and where business with that 
customer amounted to less than 
$2,500 during the subcontractor’s 
fiscal year; they also refer to sales 
to customers the nature of whose 
business is such that it would be 
unreasonable to expect them to be 
engaged in supplying materials 
directly or indirectly for govern- 
ment end-use. 

Some of the suggestions contained 
in the regulations for determination 
and segregation of renegotiable sales 
are worthy of discussion, even 
though, in the interest of brevity, 
it must be limited. First, the 
presence of a statement in the con- 
tract or order that the business is 
subject to renegotiation should not 
be relied upon as the sole means of 
segregating renegotiable business. 
Since the primary responsibility 
for determining what sales are 
subject to renegotiation rests upon 
the seller its absence does not 
justify the subcontractor in exclud- 
ing a sale from renegotiable business 
if it was, in fact, of such a character. 
Conversely, it has been found in 
practice that, in many cases, such 
a statement has been erroneously 
placed in orders which should not 
have been considered to be subject 
to renegotiation. The appropriate- 





ness of the use of DO or CMP 
ratings as a means of identifying 
sales subject to renegotiation should 
also be considered in the light of 
individual company circumstances. 
The Renegotiation Board has publi- 
cized statistics as to the percentage 
of government end-use found in 
respect of sales under the various 
symbols—these are, however, based 
on over-all usage of the symbols 
and may not be indicative of end- 
use in the case of any one supplier. 
For example, the supplier of an 
article which may be classified as 
a stock item, and therefore exempt, 
should not have the amount of 
its renegotiable business based on 
over-all application of the sym- 
bols. 

It is quite probable that, in many 
cases, determination of renegotiable 
business will be the result of the 
application of considerable inge- 
nuity on the part of a company in 
its attempt to arrive at a reasonable 
and equitable determination. It 
may be advisable to discuss with 
the Regional Board, methods fol- 
lowed or proposed to be followed 
so as to get the benefit of that 
body’s experience in similar cases. 

Not all government business is 
subject to renegotiation—only sales 
to those Departments and Agencies 
which are named in the Act or are 
designated by the President pur- 
suant to power conferred in him by 
the statute. There are, as of now, 
some eighteen departments or 
agencies sO named or designated. 
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These are as follows: 


Receipts 
or Accruals 
from 

Department of Defense | 
Department of the Army | 
epartment of the Navy | 
Department of the Air Force | 
Department of Commerce | 
General Services 

Administration \ Jan. 1, 1951 


Atomic Energy Commission | 
Reconstruction Finance | 

Corporation 
Canal Zone Government | 
Panama Canal Company | 
Housing and Home 

Finance Agency } 


Federal Civil Defense 
Administration 

National Advisory Com- 
mittee for Aeronautics 

Tennessee Valley Authority 

United States Coast Guard | 


| 
> July 1, 1951 


Defense Materials Procure- © 
ment Agency 
Bureau of Mines > Oct. 1, 1951 
(United States) Geological 
Survey 





Bonneville Power 
Administration 


} Nov. 1, 1951 

Determination of the amount of 
sales which are subject to renego- 
tiation of course brings up the 
matter of those contracts (and, in 
general, related subcontracts) 
which, although of a nature that 
would otherwise subject them to 
renegotiation, are excluded or ex- 
empted either by reason of statu- 
tory provision or through regulations 
of the Renegotiation Board. There 
are some 29 of these exclusions and 
exemptions. These are listed in an 


appendix to this article. This list 
however, should not be used unless 
reference is made to the pertinent 
regulations in order to determine 
the scope and limitations of the 
exemptions. Unfortunately, space 
does not permit a discussion of all, 
or even any considerable number, 
of them. There are, however, three 
exemptions which may have rather 
wide applicability, the “‘stock item”’ 
exemption, the exemption for main- 
tenance supplies and the partial 
exemption of subcontracts for new 
durable productive equipment. 
These are discussed, briefly, in the 
following paragraphs. 

The difficulty with which com- 
panies considerably removed from 
the prime contractor are faced with 
in determining the amount of their 
renegotiable business has previously 
been referred to the Renegotiation 
Board, because it recognizes that it 
is not, to quote their regulations, 
“administratively feasible to deter- 
mine and segregate profits” in many 
of these cases brought into being 
the so-called “‘stock item’’ exemp- 
tion. A stock item is briefly defined 
as “‘materials (including mainte- 
nance, repair and operating sup- 
plies) customarily purchased for 
stock in the normal course of the 
purchaser’s business, except when 
such materials are specially pur- 
chased for use in performing one or 
more prime contracts or higher tier 
subcontracts subject to the Act.” 
For those whose sales may possibly 
be classified as coming within the 
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“stock item’ exemption, a careful 
reading of the pertinent regulation 
is recommended. The Board appar- 
ently intended to include within the 
exemption, sales made to replenish 
normal “minimum and maximum” 
quantities maintained by companies 
for many items, whether or not 
some part of the items might inevi- 
tably be used in connection with the 
renegotiable business of the pur- 
chaser, but to exclude any sales of 
similar items which could be identi- 
fied with, or reasonably related to, 
renegotiable business whether or not 
the items might physically go into 
the purchaser’s stock room. 

Contracts for the maintenance 
and repair of buildings and struc- 
tures are exempt as “not having 
a direct and immediate connection 
with the national defense.” It 
should be noted that this exemp- 
tion does not extend to contracts 
for renovation and reactivation of 
standby facilities or facilities ac- 
quired after June 30, 1950 or for 
expansion of facilities. However, in 
this latter connection, contracts for 
real property or buildings attached 
thereto are not, in any event, sub- 
ject to renegotiation unless the 
government is to take title to the 
building. 

The partial exemption for sub- 
contracts for new durable produc- 
tive equipment was written into the 
statute in recognition of the fact 
that a long-lived piece of equipment 
would not, in all probability, be 
used entirely on defense work even 


though, initially, it might be utilized 
solely for such work. For purpose 
of calculating the portion of such 
sales which may be exempted under 
this section of the statute, an arbi- 
trary assumption was made that the 
first five years of life would be de- 
voted to defense work and that the 
balance would be utilized for other 
purposes. Thus, if a particular 
piece of equipment had an expected 
life of twenty years, twenty-five per 
cent of its sales price would be con- 
sidered to be a renegotiable sale. 
Some controversy has arisen be- 
tween the Renegotiation Board and 
members of the machine tool in- 
dustry regarding the application of 
this exemption in cases where the 
immediate use of the facility will be 
only partly in connection with re- 
negotiable business. The Board 
takes the position that, in view of 
the statutory exemption, considera- 
tion of whether or not immediate 
use is solely or partly on renego- 
tiable business is irrelevant and 
that the ratio of five years to ex- 
pected life should determine the 
portion of total sale price which is 
renegotiable. Industry takes the 
position that percentage of imme- 
diate use is an additional factor to 
take into account in determining 
renegotiability. Senator George, 
Chairman of the Senate Finance 
Committee, has indicated that, in 
his opinion, the industry viewpoint 
is expressive of Congressional in- 
tent. The matter is scheduled to be 
the subject of a conference between 
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the Senate Finance Committee and 
the Renegotiation Board and, pend- 
ing resolution of the question, the 
Board upon request will extend to 
January 31, 1953, renegotiation 
proceedings of companies which 
have claimed the durable goods 
partial exemption. It should be 
noted that this extension does not 
apply to the filing of reports. 

RB Form 1, on which companies 
are required to report the amount of 
their renegotiable sales, asks for a 
statement of the renegotiable prod- 
ucts sold or services rendered and 
the functions performed by the 
companies in connection with such 
sales. This question should be 
answered, insofar as practicable, in 
a manner which will indicate to the 
Board the degree of complexity and 
integration inherent in the com- 
pany’s operations, since these are 
important factors in arriving at a 
determination of allowable profits. 

This form also asks for a full 
description of the methods used in 
segregating sales between renegoti- 
able and nonrenegotiable business. 
There are two matters which should 
be pointed out in connection with 
this question. The first is that a 
full description involves a candid 
statement—there will be many in- 
stances, in the case of lower-tier 
subcontractors, where the determi- 
nation of renegotiable business will 
rest very largely upon estimate and 
judgment and, consequently, con- 
clusions may be reached as to which 
there can be an honest difference of 


opinion. In such cases, a company 
is in a far better position if its 
report clearly states what it has 
done, and why, than it would be if 
it creates an atmosphere of distrust 
by allowing this information to be 
disclosed only through subsequent 
inquiry or investigation on the part 
of the Board. The second is con- 
cerned with manner of description 
—in many cases the person describ- 
ing the methods of segregation ap- 
pears to be influenced by his own 
intimate knowledge of the company 
and so tends to use terminology 
which, to one lacking such intimate 
knowledge, does not clearly express 
what was done—an example of this 
is the use of account numbers, 
which mean nothing to an out- 
sider. 

The statute provides that any 
determination of excessive profits 
shall not act to reduce renegotiable 
sales of a related group of contrac- 
tors below $250,000 ($25,000 in the 
case of certain fees and commis- 
sions). This statutory “‘floor’’ is not 
an exemption and consequently, 
sales by a lower-tier contractor 
would not be exempt simply be- 
cause the purchaser had less than 
$250,000 of renegotiable business. 
It should also be noted that, in the 
case of related contractors, there is 
only one minimum. Related con- 
tractors are defined as being persons 
under common control, as, for 
example, a parent and its sub- 
sidiary or two companies owned by 
the same group of stockholders. A 
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related group which also constitutes 
an affiliated group under section 
141(d) of the Internal Revenue 
Code (generally, at least 95% stock 
ownership by the parent) may at its 
option require the Board to conduct 
renegotiation on a consolidated 
basis, subject to compliance with 
regulations of the Board. In the 
case of other related groups the 
Board, in its discretion, may grant 
a request for consolidated pro- 
ceedings. 

Having determined the amount 
of renegotiable sales, the next prob- 
lem is the determination of the 
amount of costs and expenses which 
are allocable to those sales. The 
regulations state “.. . . income re- 
ceived or accrued and costs paid or 
incurred will be considered as hav- 
ing been received or accrued or paid 
or incurred in the fiscal year to 
which such items are to be attribu- 
ted in accordance with the method 
of accounting employed by the con- 
tractor for federal income tax pur- 
poses or in accordance with such 
other method of accounting as the 
contractor and the Board may agree 
upon...” Amounts which are recog- 
nized as costs are, in general, those 
amounts which are deductible for 
federal income tax purposes. These 
principles deal with the determina- 
tion of total costs and expenses. 
Having done that, the problem still 
remains of allocating such total 
costs and expenses between renego- 
tiable and nonrenegotiable business. 
Here the regulations state, “In 


general costs paid or incurred with 
respect to renegotiable contracts 
will be those costs allocated thereto 
by the contractor’s established cost 
accounting method if that method 
reflects recognized accounting prin- 
ciples and practices.”’ It is probable 
that presentation of reasonable and 
equitable costs applicable to rene- 
gotiable business may require quite 
a number of exceptions to this 
general statement. Of course, many 
companies do not compile product 
costs, at all. Even those which have 
an accounting system that develops 
costs by products or lines of prod- 
ucts may find that the costs so de- 
veloped—being designed for inter- 
nal purposes—are not appropriate 
for purpose of renegotiation. For 
example, the over-all application of 
standard cost variances in cases 
where standards for renegotiable 
products had been developed con- 
siderably later than other standards 
is open to question. As another 
example, an “‘across-the-boards”’ al- 
location of depreciation and amorti- 
zation charges may be inappropriate 
in cases where substantial amounts 
of additional facilities had been 
acquired by a company for purpose 
of enabling it to fulfill renegotiable 
business. In cases where identical 
products are manufactured in two 
or more plants of a company, it 
is very likely that use of a company- 
wide average product cost would be 
preferable to the employment of 
plant costs which are recorded on 
the books. 
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The report to the Renegotiation 
Board of costs and expenses applica- 
ble to renegotiable business is desig- 
nated as RB Form iB. It is pre- 
pared in columnar form and asks for 
information as to renegotiable busi- 
ness, nonrenegotiable business and 
total business. Within each of these 
categories information is requested 
as to: sales, cost of goods sold, 
selling and advertising expense, 
general and administrative expense, 
other income and other deductions, 
state taxes measured by income, 
federal taxes on income, extra- 
ordinary reserves and net income 
per books. A reconcilement of book 
income and taxable income is also 
requested. Schedules showing de- 
tails of some of the foregoing cap- 
tions are also asked for. In general, 
amounts shown under the various 
captions are those which would be 
customarily expected to be called 
for. However, cash discounts on 
sales are considered by the Board 
to be reductions of sales and, con- 
versely, cash discounts on pur- 
chases are treated as reductions of 
costs. State taxes measured by in- 
come are asked for as a separate 
item because these are not con- 
sidered as a cost but are allowed as 
a credit against any findings of ex- 
cessive profits, to the extent that 
they are based on allowed profits. 

The government agencies have 
always taken an unfavorable view 
to the inclusion of selling and ad- 
vertising expenses as a part of the 
cost of government contracts on 


the theory that “‘it is not necessary 
to sell to the government.” How- 
ever, this does not mean that this 
type of expense is completely ruled 
out as an expense which may be 
allocated to renegotiable business. 
The regulations indicate that selling 
expenses which are of a technical or 
service nature may be so allocated 
and in cases where renegotiable 
business is represented by sales of 
the company’s usual line of prod- 
ucts, normal selling costs are allow- 
able. Because of this general 
viewpoint however, companies 
should clearly set forth the amount 
of their selling expenses which rep- 
resent services extending beyond 
mere solicitation of business. 
Having determined what are re- 
negotiable sales, costs allocable to 
such sales and, consequently, profits 
subject to renegotiation there now 
comes the very vital question of 
what amount of those profits, if 
any, may be considered to be “‘ex- 
cessive.” The company’s part in 
the renegotiation process, up to 
now has been chiefly within the 
sphere of the accounting depart- 
ment. Adequate presentation of its 
case in support of the reasonable- 
ess of its profits, however, is a job 
for all of management. One point 
should be emphasized—no matter 
how conscientious and able a rene- 
gotiation panel is, it cannot give 
adequate treatment unless the com- 
pany adequately presents its case. 
Such presentation goes beyond mere 
generalizations of a self-laudatory 
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nature which rest on a slim basis of 
fact. It involves a careful considera- 
tion of the performance of the 
company, under the six statutory 
factors. These factors are: 


1. Efficiency of the contractor. 

2. Reasonableness of costs and profits. 
3. Capital. 

4. Extent of risk assumed. 

5. Contribution to the defense effort. 
6. Character of the business. 

It is obvious that any discussion 
of these which could even pretend 
to thoroughness would take far 
more space than can be devoted to 
it in this article and so the following 
comments, of necessity, must be 
confined to some casual remarks. 
It is interesting to note that there 
is a certain amount of interrelation- 
ship between the six factors. For 
example, efficiency and reasonable- 
ness Of costs certainly go together. 
Likewise, reasonableness of costs 
may be influenced by the nature of 
capital employed—for instance, if a 
company is operating with a sub- 
stantial amount of fully depreciated 
equipment, costs would tend to be 
lower than otherwise and, in con- 
sidering return on capital invested, 
that same condition is a factor. 
Another point of interrelationship— 
the character of the business cer- 
tainly influences the extent of risk 
assumed and the contribution to 
the defense effort. Profits for pur- 
poses of renegotiation are measured 
before federal income taxes. How- 
ever, in considering the factor of 
“capital employed”’ from the stand- 


point of the right of the contractor 
to realize a reasonable return on his 
capital, profits must be measured 
after income taxes since it is only 
the met amount that can provide a 
return on capital. 


APPENDIX 


Renegotiation Exemptions 


Office supplies 

Plant maintenance, heat, 
power 

Office furniture and equipment 


light and 


ie) 


Safety equipment and clothing 


ge 


Packaging equipment and containers 

Materials used in processing other than 
those used in the processing of an end 
product or of materials incorporated 
therein 

7. Materials purchased for resale through 

commissaries, etc. 


or) 


8. Removal of waste materials 

9. Laundry and cleaning services 

10. Certain contracts with government 
agencies (chiefly construction) 
entered into before July 1, 1950 

11. Contracts relating to floods, fires, and 
other natural disasters 

12. Real estate 

13. Construction or improvement to real 
property when title does not vest in 
government 

14. Contracts of government agencies with 
other government agencies 

15. Contracts and subcontracts for certain 
agricultural commodities and raw 
materials 

16. Profits from increment in value of ex- 
cess inventory of above-referred-to 
commodities and materials 

17. Common carriers and public utilities 

(Continued on page 28) 
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Ten Vitamin B’s in Business* 


By JOHN W. CONRAD 
(Rockford Office) 


I have chosen the title of this 
article advisedly. The dictionary 
defines vitamin B as a stimulant. 
“Lack of this vitamin,” it goes on 
to say, ‘‘causes loss of appetite and 
weight and ultimately death; neces- 
sary for the growth, reproduction 
and proper functioning of the body.”’ 
In my opinion, that is precisely 
what the ten vitamin B’s we are 
about to consider do for the average 
business. Their presentation, in 
succeeding paragraphs, will be in 
the form of discussion of observa- 
tions made during my association 
with heads of various businesses, a 
few of the better methods and pro- 
cedures they employ in the manage- 
ment of their respective companies, 
and brief mention of what I regard 
as some present trends in manage- 
ment thinking. I will cite some 
examples of the latest and most 
effective methods and practices 
used, covering a wide scope of busi- 
ness practice. 


EXECUTIVE ORGANIZATION CHART 
Very logically, the first vitamin 
has to do with the organization of 
the top level management. A lack 
of clear lines of authority and re- 
sponsibility particularly in the ex- 





*This article first appeared in the October 
1952 issue of the N. A. C. A. Bulletin. 


ecutive (or higher paid) branch of 
the business inevitably leads to con- 
fusion and uncertainty all the way 
down to the most unskilled worker 
in the plant. I know of no more 
effective way to reduce confusion 
than by developing an executive 
organization chart outlining the 
responsibilities, major duties, and 
functions of the key executives in 
the organization, indicating roughly 
their lines of authority. It has been 
proven that great improvements can 
be made in the effectiveness of the 
top management by the use of such 
a chart, particularly when it is sup- 
plemented by a procedures manual. 
Many companies are paying dearly 
for the confused thinking going on 
among their highest paid personnel. 


PROVIDING INCENTIVES 


The next vitamin I want to dis- 
cuss has to do with a company’s 
most important asset, its employees. 
This powerful business stimulant 
might be referred to as one of the 
many forms of either wage incentive 
or profit-sharing as distinguished 
from pension plans or other forms of 
old age assistance which become 
operative only after a number of 
years, or in the event of an em- 
ployee’s illness, disability, retire- 
ment, death, or severance of em- 
ployment. While the costs of both 
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types of plans are deductible as 
“ordinary and necessary” business 
expenses for income tax purposes, 
there is a vast difference in their 
effect upon production. 

It is common knowledge that 
most of us are inherently lazy. We 
are prone to say, “Let George do 
it” or “I'll do it tomorrow.” We 
all need vitamins, incentives or 
stimulants of some form. On the 
other hand, it is a basic fact of 
human nature that most people will 
work amazingly hard if they get 
something extra—now—for doing 
it. My lack of enthusiasm for 
pension plans, old age assistance, 
and so-called “fringe payments’ 
such as paid vacations and the like, 
is that their tangible benefits are 
often deferred and/or contingent. 
Moreover, I seriously question if 
they are truly appreciated in many 
cases. Human nature being what it 
is, I favor some sort of immediate 
reward for extra effort, whether 
that reward be financial or honor- 
ary. 

At this point, it should perhaps 
be made clear that my comments 
are intended to refer to wage in- 
centives and profit-sharing in broad 
general terms and not to any par- 
ticular type of plan of which there 
are probably hundreds in each cate- 
gory. Profit-sharing is a well-recog- 
nized mechanism in business through 
which management provides stimu- 
lus for individual effort and a reward 
for individual merit, based, of 
course, on company profits. Like 


incentives, which are productivity 
premiums, it specifically rewards 
efficiency and tends to stimulate 
production by offering employees a 
little extra compensation for a little 
more effort. The very common 
piecework rate or premium bonus 
rate are, of course, good examples 
of incentive plans. 

I know of one company which has 


greatly enlarged its business on the | 


fundamental assumption that 
workers have a natural and human 
desire for things that extra money 
will buy and that, as a rule, em- 
ployees will show unusual initiative 
and resourcefulness to get them. In 
the three years during which its 
wage incentive plan has been in 
effect, this company was able to 
handle forty per cent more business 
with only seventeen per cent more 
employees, and this was accom- 
plished without speed-up, largely 
by reducing waste, spoiled work, 
nonproductive employees, and other 
overhead costs. The result was 
directly attributable to improved 
efficiency of employees in all de- 
partments. 

The management of this com- 
pany felt that an incentive plan, to 
be most effective, should include all 
employees, a challenge, so to speak, 
to the entire group to do its best. 
Putting just the key personnel on 
an incentive plan often discourages 
the rank-and-file employees. In a 
typical eight-month period during 
which more than 185,000 orders 
were processed, the company, as a 
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result of its wage and salary in- 
centive plan, had net savings of 
almost $41,000, payroll costs per 
order were pared down seven cents, 
office cleaning costs were reduced 
$100 a month and there was a forty 
per cent improvement in punctu- 
ality and attendance. 

Hundreds of other examples 
could, of course, be cited of the 
many advantages and over-all effec- 
tiveness of this important tool of 
management. As a means of reduc- 
ing unit costs and improving em- 
ployee morale, it ranks very high. 
I strongly recommend it as one of 
the best of the Vitamin B’s in 
business. 


PERSONNEL TRAINING PROGRAMS 


Many department heads and fore- 
men will tell you that new workers 
learn their jobs slowly because of 
inability or lack of interest in their 
work. Business analysts, as well as 
many psychologists, tell us that 
this is not true. These specialists 
have proven, by scores of tests, that 
delay in developing proficiency on 
the part of most employees is more 
often due to the fact that few fore- 
men have learned their own jobs as 
teachers or instructors. Often an 
employee is hired, turned loose on 
the job, and given little or no train- 
ing outside the very meager instruc- 
tion he might receive from a fellow 
worker. Not many concerns have 
scientific, well developed, foreman 
training plans or supervisory in- 
struction programs. 


Job instruction training, generally 
speaking, was originated during 
World War II to teach foremen how 
to train workers. Records show that 
it increased output in many plants 
from fifty to three hundred per cent 
and, at the same time, vastly im- 
proved labor relations. In some 
cases, this very effective aid to man- 
agement requires as little as ten or 
twelve two-hour sessions. In other 
plants, more elaborate and exten- 
sive programs have been developed. 
At any rate they all produce very 
worthwhile results and justify their 
cost and effort many times over. 

One of the larger and better 
managed companies in the Middle 
West has successfully used this 
Vitamin B with very gratifying re- 
sults. The plan is called the “fore- 
man-supervisor conference pro- 
gram.” Very briefly, it operates in 
this manner. First, only those 
whose duties are of a supervisory or 
foreman nature (or those who are 
potential foremen or supervisors) 
are invited to participate in the con- 
ferences. Once chosen, this classifi- 
cation of employees, totaling about 
fifty-six, is divided into three sepa- 
rate groups: 

1. Top supervision. 

2. Line foremen. 

3. Assistant foremen, working foremen, and 
potential foremen. 

The principal purpose in dividing 
the membership into these three 
groups is to insure that no one is 
included in any one group who is 
responsible to or reports to anyone 
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else within that group. This invites 
more freedom of expression and en- 
courages open and frank discussion. 
The program is broken down into 
two main types of meetings, one a 
bi-weekly conference meeting last- 
ing one hour, which is held in the 
plant. The other is a joint or (all 
group) dinner meeting, held every 
six weeks at a downtown hotel. The 
meetings include discussion of such 
topics as: 


—_ 


Planning and scheduling. 

Material control. 

Authority and responsibility. 
Costs—Modern personnel practices. 
Induction of new employees. 

6. Safety, and the like. 


gp woh 


Officers of the company, front 
office key executives, and top man- 
agement attend the meetings and 
enthusiastically support the pro- 
gram. I am told that the plan, 
which has been in existence for 
several years now, is to be continued 
indefinitely because participants 
and top management alike feel that 
it has accomplished the following: 
1. Helps the foremen do a better job of 

training and supervision. 


be 


Brings to light promising potential ma- 
terial for future staff foremen and 
supervisory positions. 


3. Smooths out and corrects a lot of small, 
but annoying problems before they be- 
come so serious as to adversely affect 
the welfare of the employee or the 
company. 


4. Broadens the background and experience 
of the supervisory force, gives each 
member a better understanding of 
management’s problems and attitude, 





develops a spirit of cooperation and 
teamwork, arrests the feeling of some 
that their department is separate and 
autonomous, and frequently produces 
excellent suggestions for more efficient 
operation of the business. 


BUDGETS 


In order to fully meet their re- 
sponsibilities, business executives 
must constantly improve the 
methods and techniques used in the 
control and operation of their busi- 
ness. One such tool, and a time- 
tested vitamin, is formal and realis- 
tic budgeting. Of course, every 
business must do a certain amount 
of future planning and looking for- 
ward, but such thinking is likely to 
be irregular and haphazard unless 
it is reduced to a definite orderly 
program and procedure. Briefly 
stated, budgeting is the careful 
planning of all functions of the busi- 
ness in advance. Involving, as it 
does, the use of estimated figures of 
future costs and expenses for a 
definite period in advance, it pro- 
vides a reliable background or yard- 
stick against which the actual cost 
of operation may be compared. 

Viewed objectively, it formulates 
management policies into a program 
and, by setting forth anticipated ex- 
penditures, provides safeguards to 
insure that costs and expenses do 
not exceed the amount budgeted for 
that particular purpose. Put 
another way, budgeting seeks to 
lock the stable door before the horse 
has been stolen, whereas the balance 
sheet and the income account, being 
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historical statements of account, 
merely report, after the event has 
taken place, whether or not the 
horse was stolen. I firmly believe 
that the operations of any business 
are more efficiently conducted, with 
resulting greater profits, if the man- 
agement, through the use of 
budgets, gives careful study and at- 
tention to planning its activities in 
advance. 


KNOWLEDGE AND CONTROL OF 
Costs 


During the past twenty years ex- 
traordinary progress has been made 
in cost-finding methods and proce- 
dures. ‘Horse and buggy” cost 
computations have given way to the 
development of scientific cost find- 
ing methods. Today it is not somuch 
a matter of assembling figures to de- 
termine how much an article actu- 
ally costs as it is a scientific attempt 
to discover the reasons why an 
article costs what it does and 
whether that cost is higher than it 
should be, when viewed from the 
standpoint of its competitive selling 
price. In short, today, it is not 
“‘what is it?” but “why is it?” that 
management wants to know. In 
fact, cost accounting has become so 
exacting, so scientific, so detailed, 
that it is really “‘cost engineering,” 
with the emphasis no longer being 
placed upon recorded results, as in 
former days, but upon standards, 
and upon budgeted expectations. 

In the 1930’s management was 
content to know that differences in 


the cost of manufacturing a unit of 
product was “X”’ dollars, let us say. 
Now keener competition and the 
customer’s greater emphasis on 
price, has compelled management 
to be more interested in finding out 
why the cost went up “‘X”’ dollars. 
Executives want to know whether 
it was because of decreased volume 
or increased cost of materials, direct 
labor, or overhead. If the latter, 
they want to know whether it was 
factory overhead, office overhead, 
selling expenses, or administrative 
expenses, and even more exacting, 
what particular elements within 
those classifications. Was it in- 
creased supervision, more defective 
work, more time consumed to do the 
job, increased supplies or handling 
charges, higher maintenance of ma- 
chines, etc.? 

To supply the answers to these 
specific questions—to have this de- 
tailed information right up-to-date 
—requires a lot of accurate cost en- 
gineering, not just the old-fashioned 
cost accounting that most of us were 
taught in school. In talking with 
many successful business execu- 
tives, I find a definite trend taking 
place in their thinking toward cost 
accounting. No longer are they con- 
tent to get figures in total. To meet 
the present highly competitive 
prices and conditions, they must 
have overhead costs broken down 
between fixed and variable, con- 
trollable and noncontrollable, actual 
and standard, and actual and budg- 
eted. 
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IMPROVED EMPLOYEE RELATIONS 


This pleasant vitamin likewise 
concerns the greatest business asset 
—employees. Many businessmen 
fail to appreciate or appraise the 
tremendous influence and effect 
which employees’ attitudes have 
upon their work, i.e., upon their 
productivity. In recognizing this 
influence, it seems to me, a company 
is merely capitalizing upon the psy- 
chological fact that employees are 
human beings, and of course, like 
to be treated as such. It goes with- 
out saying that there are literally 
thousands of ways to improve em- 
ployee relations. Let me enumerate 
only a few which pay handsome 
dividends. 


First there is the habit of paying 
compliments. By a compliment I 
do not mean flattery. Instead, a 
compliment is an honest statement 
of praise for some virtue or talent 
that is present and deserves com- 
mendation. If you stop to realize 
it, nobody is so entirely devoid of 
merit that he does not have some 
good qualities. The trouble with 
most of us is that we do not often 
take an objective view of things. 
We seldom analyze our associates 
for talents or try to see the good in 
them. We are prone to take their 
work for granted. 


Even a smile is a form of compli- 
ment, a form of delight with the 
presence of the individual. A more 
subtle form of compliment or praise, 
of course, is to ask an associate for 


his advice or opinion on some 
matter. In so doing, you indirectly 
acknowledge his superiority by 
going to him for help. Criticizing 
people usually deflates their ego, 
punctures their vanity. On the 
other hand, praise buoys them up, 
makes them expand, makes them 
feel happy. Passing out an occa- 
sional, well-deserved compliment, 
or praise to an employee is a won- 
derful and very inexpensive way to 
improve employee relations. 
Reference can be made here to 
only a few more ways of improving 
employee relations. Everyone can- 
not have the opportunity of a col- 
lege education, but however limited 
one’s academic training, all indi- 
viduals can learn quickly to be 
courteous, appreciative, and cooper- 
ative. It does not take a degree in 
business administration to be able 
to frequently use the words, ““Thank 
you,” when dealing with customers 
or fellow workers. Still other effec- 
tive ways of improving employee 
relations are such things as office 
picnics, Christmas parties, and ath- 
letic teams. The use of house or- 
gans and credit unions (where 
financial assistance can be extended 
in the form of loans to distressed 
employees) are also commonly used. 
The effort to promote goodwill is 
a management requirement. Job 
dissatisfaction, grievances, absen- 
teeism, labor turnover, the growth 
of the labor union movement, are 
all evidences of the need for building 
up employee morale—of improving 
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employee relations. This is but 
another effective Vitamin B being 
used to a greater degree each day, 
by alert, progressive, forward-look- 
ing business management. I 
recommend it to you as being very 
much worthwhile. 


RELAXATION A SENSE OF 


HUMOR 


AND 


First, let me say that I am not a 
doctor or a psychologist, and so I 
am not going to write about neuro- 
sis, conditioned reflexes or emo- 
tional conflicts. I merely want to 
point out a few observations I have 
made as a layman in every day 
dealings with some busy, nervous 
high strung businessmen who seem 
to me to be killing themselves in a 
chaotic endeavor to make money. 
They tell me they cannot sleep 
nights, they have nervous indiges- 
tion, ulcers of the stomach, the 
jitters. They do not know how to 
relax. I go to lunch with them 
occasionally and see what they eat 
and cannot eat. I see the influence 
and effect of what psychologists call 
“interbrain misbehavior” upon their 
business associates and upon the 
executive personnel with whom they 
come in contact. They appear im- 
petuous, impatient, irritable. They 
seem to demand perfection in others. 

I realize full well that business 
today is geared to a very high pitch. 
We probably transact more business 
over the telephone in an hour today 
than we used to do in eight hours 
of work at a much slower pace. But, 


in so doing, I sometimes wonder if 
we are not becoming a nation of 
nervous wrecks, of supersalesmen, 
of business neurotics. Doctors tell 
us that tense muscles, emotional 
upsets and nervous tension, inter- 
fere with the proper functioning of 
the body and particularly the ner- 
vous system, which in turn affects 
our thinking. We are told that new 
ideas come to us with greater ease 
and spontaneity when we are re- 
laxed. As a well-known drink ad- 
monishes us, an occasional pause 
from the day’s nervous grind re- 
freshes us, causes our brain to func- 
tion better, improves our judgment, 
makes us more accurate. Music, 
we are also told, is soothing to 
jagged nerves. It arrests fatigue 
and relieves nervous tension and 
pressure. 

And so I suggest, as an effective 
Vitamin B for businessmen, that 
twice in the morning and three 
times in the afternoon, they relax, 
go to the window, look out, smile, 
take a few deep breaths and forget 
all about business worries and cares 
for three or four minutes. During 
these precious minutes of relaxation 
the individual must try to think of 
something interesting or amusing, 
and to forget about your work. 
Maintain a sense of humor. If your 
conscience bothers you for “‘wast- 
ing” this much time from your 
employer, stay fifteen or twenty 
minutes after five o’clock. If you 
follow this advice religiously, I pre- 
dict life will be richer and more 




















24 L. R. B. & M. Journal 





enjoyable. You will also be worth 
more to your employer and your 
family, and most of all—you will 
live a lot longer. 


EMPLOYEE SUGGESTIONS PLAN 


The most successful business ex- 
ecutives I have known usually leave 
their office door open and none of 
them feel they have a monopoly on 
good ideas. As a matter of fact, I 
think it might be said that the 
bigger the executive, the more he 
realizes that frequently men way 
down the ladder—men who are 
actually running the machine, driv- 
ing the truck, or acting as watch- 
man—often know more about their 
own jobs than does the president. 
It is this kind of objective thinking, 
this desire on the part of top man- 
agement to encourage and develop 
the team spirit in an organization, 
which has been largely responsible 
for the establishment of the em- 
ployees’ suggestion box idea, in 
hundreds of the largest and best 
managed companies in the United 
States. The idea, of course, is not 
new. In fact, it is so common, that 
for years there has been an out- 
standing organization functioning 
with the sole purpose of educating 
management in the most successful 
methods of operating such plans and 
of suggesting ways and means of 
encouraging employees to submit 
business betterment ideas. 

The amazing thing is, despite the 
fact that some of the largest and 
most successful companies in the 


country maintain such systems and 
enthusiastically recommend their 
adoption, there are still thousands 
of concerns which are passing up 
this marvelous opportunity to re- 
duce costs, increase production, 
reduce waste, improve quality, and 
better working conditions. It is no 
secret that such well-known organi- 
zations as the Pullman Company, 
General Motors, Westinghouse, 
Swift and Company, U. S. Steel, 
United Air Lines, Inc., Illinois Cen- 
tral Railroad, Johns Manville Corp., 
Peoples Gas, Light, and Coke Com- 
pany, and hundreds of other con- 
cerns have had such plans in exist- 
ence for many years. Some idea of 
the enormous benefits to be derived 
from the plan may be gained by 
knowing that during 1951 alone, 
General Motors employees sub- 
mitted 140,830 suggestions for con- 
sideration, of which 30,758 were 
accepted. Awards paid out during 
the year to those whose suggestions 
were adopted, totaled $1,516,533. 
I know of no better or more certain 
cost reduction or methods improve- 
ment technique than the employees’ 
suggestion box idea. 

Many companies report that 
they made a lot of mistakes in the 
early stages of their plan some of 
which were quite costly. It was the 
idea of passing along to others the 
results of their experiences and 
studies that led to the formation 
of the National Association of Sug- 
gestion Systems, an organization 
that meets annually, gets out a 
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regular bulletin, and has thousands 
of members. 


THE ‘‘You”’ ATTITUDE 


Henry Ford once said, “If there 
is any one secret of success, it lies in 
the ability to get the other person’s 
point of view and to see things from 
his angle as well as your own. The 
man who can put himself in the 
place of the other man, who can 
understand the workings of his 
mind, need never worry about what 
the future has in store for him.” 
This rare ability is often called the 
“vou” attitude. Stated another 
way, it simply means seeing and 
presenting ideas from the other 
person’s viewpoint. You might say 
it is an adaptation of the all-im- 
portant principle of influencing 
people to think, to feel, and to act, 
as you wish them to. 

Someone has defined a bore as a 
person who talks about himself 
when you want to talk about your- 
self. Since the “you” attitude is 
primarily a state of mind, to achieve 
it requires real self-denial and self 
control. It means subordinating 
one’s own interest to those of the 
other person. Thinking about one’s 
self all the time puts a person in 
the bore class. When we stop to 
consider it, any person with whom 
we are dealing wants a satisfactory 
answer to the question, ““What con- 
crete benefit will I derive by doing 
what you wish me to do?” Obvi- 
ously, the most satisfactory answer 
grows out of the “‘you” attitude, the 


ability we possess to look at what 
he sees through his eyes, to get 
across to him the benefits, pleasures, 
comforts, and satisfaction he will 
derive from doing what we want 
him to do. 

To cultivate the ‘‘you” attitude 
most effectively, one must cultivate 
his imagination. Arnold Bennett 
once wrote, ‘Nearly all cruelty in 
human relations springs from lack 
of imagination.” Therefore, to de- 
velop imagination, one must pri- 
vately question one’s self about the 
person with whom one is dealing at 
the moment. What does he want 
primarily? Why is he sad? Why 
is he happy? What are his worries? 
How is his family? What is his 
idea of himself? How can I please 
him? What are the things that 
annoy him most? What is he think- 
ing about? How would I feel if I 
were in his place? There are hun- 
dreds of other similar questions. 

I sincerely believe that most of 
us would be more successful in 
business and would get more enjoy- 
ment out of life if we would make a 
special effort to cultivate the “‘you” 
attitude in all our business relations, 
whether we be writing, telephoning, 
talking, visiting, or working with 
other people. In all our dealings 
with others then, we must try al- 
ways to direct our actions and 
thinking, so as to stimulate the 
other person’s self interest. It is an 
effective Vitamin B in business as 
well as in all phases of daily life. 
It will have a magic effect upon your 
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personality. The theme song of this 
particular vitamin is, “Of Thee I 
Sing.” 


METHODS DEPARTMENT FOR COST 
REDUCTION 


Is is axiomatic that the surest and 
best way of increasing profits is to 
reduce costs. Today business com- 
petition demands an orderly, scien- 
tific approach to this tremendously 
important problem of cost reduc- 
tion. It must be worked on con- 
stantly, and with full appreciation 
of the value of saving one-fourth 
cent here, one-half cent there, a cent 
per man hour, two cents a unit, a 
dollar a day, five dollars a machine, 
etc. 

Let me illustrate_the importance 
of this statement. Just three and 
one-half miles northwest of Arago, 
Minnesota, there is a spring which 
bubbles out of the ground around 
some rocks. It goes across a 
meadow into some woods where 
another little stream joins it. It is 
so small that a baby can step across 
it and every time the baby steps 
across it, he is stepping across the 
Mississippi River. That is the be- 
ginning and the river keeps on flow- 
ing down, picking up a stream here, 
a brook there, and a river here and, 
finally, when it gets to New Orleans, 
it is two miles wide. Two cents 
worth of water in Minnesota be- 
comes a thousand dollars worth of 
water at New Orleans. And so it 


is with cost reduction. The cumu- 
lative effect of hundreds of little 


savings here and there, when con- 
stantly pursued, pyramids into 
thousands of dollars of extra profits 
at the end of the year. 

The most effective way I have 
observed of approaching this prob- 
lem is by establishing and con- 
stantly maintaining a cost reduction 
department, or as it is sometimes 
called, a methods department. Here 
highly skilled men devote their en- 
tire time the year round to analyz- 
ing methods and procedures with 
the object in mind of finding a 
shorter, less expensive way of doing 
the job or a way of improving the 
product. Next to sales, this depart- 
ment is probably responsible for 
more net profits than any other in 
the organization. A few examples 
of the reductions in cost which such 
a department in a medium-sized 
business came up with in a period 
of about two years will be helpful. 


1. Temporary files were used for corre- 
spondence of limited value. A ‘90 
day” drawer was used and cleaned 
out periodically, permanently filing 
only what then seemed important. 


. Microfilming records cleared half an 
acre of space for productive use and 
set up a more efficient record system. 


i) 


3. A periodic and systematic ‘‘destruc- 
tion’ schedule saved hundreds of 
dollars of files and much space. 


4, Important savings in time and paper 
were effected by combining in one 
form a supply requisition and a 
shipping label, both typed in one 
operation. 


5. Studies showed that a form already 
employed could be used as a combi- 
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10. 


11. 


12. 


nation shipping ticket and receiving 
report. 


. Combining the invoice and customer’s 


receipt form saved hours of typists’ 
time. 

Centralized use of dictating and calcu- 
lating machines increased production 
and reduced overhead. 


. Postage meters, window envelopes, and 


“‘bill-in” envelopes, reduced postage, 
and saved hours of time. 


. Interior communication systems, not 


connected with the regular telephone 
system, were installed at relatively 
small cost and with considerable 
savings of time and money. 


An electronic interoffice communication 
system relieved telephone switch- 
board traffic almost twenty per cent. 


Automatic typewriters, designed to pro- 
duce typewritten letters complete, 
reduced the stenographic force by 
more than ten per cent. These ma- 
chines are operated by an electric 
mechanism controlled by a stencil or 
perforated strip of paper similar to a 
player piano roll. 


Many short cuts in the handling of 
figures and proving of balances were 
installed in the accounting and billing 
department. To mention one, it was 
found that the average person can 
add and multiply faster than he can 
subtract or divide. For instance to 
multiply by 25, add 00 and divide by 
4. To multiply by 124, add 00 and 
divide by 8. Also advocated was the 
use of factors as a short cut in multi- 
plication. For instance, to multiply 
439 by 24, first multiply 439 by 6 and 
the result by 4. To multiply a 
number by 15, add a cipher and in- 
crease the result by one-half. In 
division, it was found that it is often 
quicker to find the reciprocal of the 
number and then multiply. When 
a trial balance was “‘off,’’ bookkeepers 


were instructed to immediately di- 
vide the difference by 9 and see if 
there had been a transposition of 
figures—a 63 posted as 36, a 54 
posted as 45. Such differences are, 
of course, always divisible by 9. 


. Considerable time was saved in the 


payroll department by using specially 
prepared forms. The payroll journal, 
individual employee earnings record, 
statement of earnings and deductions, 
and pay checks were all prepared on 
an ordinary typewriter in one typing 
operation. 


14, Clerical labor was reduced by as much 


as two thirds by recording employee 
earnings and deductions on compen- 
sation records every quarter instead 
of at the close of each pay period. 


15. Constantly working on the principle 


that small wastes grow very rapidly 
into large money losses, the company 
abandoned the use of customers’ 
ledgers. Instead, duplicate copies of 
invoices were filed in vertical steel 
drawers. This practice is often 
referred to as “‘ledgerless book- 
keeping.” 


16. Analysis disclosed that a simple, quad- 


ruplicate form, could provide copies 
of the original order, the invoice, 
delivery receipt, and office copy, from 
the original sales order, without 
rewriting. 


7. Considerable time and labor were saved 


throughout the plant, by eliminating 
the last two digits or the cents from 
accounting records, wherever pos- 
sible. This was particularly helpful 
in certain cost distributions and in 
extending inventory values. 


18. The use of a questionnaire indicating 


customer preferences saved the com- 
pany thousands of dollars in product 
design, effectiveness and choice in 
advertising media used and increased 
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inventory turnover, almost 200 per 
cent. 


19. In the purchasing department, it was 
found advantageous to consolidate 
certain price information with speci- 
fication records and sources of supply. 

20. A careful study of the ‘“‘small order’ 
problem—a veritable nightmare in 
many organizations—resulted in un- 
believable economies and fewer 
headaches. 


It has been my observation that, 
in many cases, Management seems 
eager and willing to reduce labor 
costs by mechanizing the plant but 
often reluctant to effect similar 
economies in clerical help by mech- 
anizing the office procedures. More 
alert and intense competition has 


‘ 


forced a “‘new deal’’ upon business 
by requiring it to adopt more effi- 
cient, more improved and modern 
labor-saving methods and proce- 
dures. 


START THE DOSAGE Now 


Accordingly, I heartily recom- 
mend the use of the ten Vitamin 
B’s in business described in this 
paper. First train personnel, give 
them an incentive to help increase 
profits by reducing costs. In the 
meantime, do not lose your sense 
of humor and, finally, enjoy your- 
self by better organizing your work. 
As the Chinese so aptly said, “It’s 
later than you think.” 





Renegotiation of Government Contracts 


(Continued from page 16) 


18. Contracts and subcontracts with tax- 
exempt charitable, religious and edu- 
cational institutions 


19. Partial mandatory exemptions of sub- 
contracts for new durable production 
equipment 


20. Certain small prime contracts per- 
formed outside of Continental U. S. 


21. Certain prime contracts with natural 
persons for services 


22. Contracts for sale or rental of existing 
real estate 


23. Contracts for depreciable property used 
in trade or business—does not in- 


clude property held by vendor pri- 
marily for sale in its trade or business 

24. Contracts for perishable subsistence 
supplies entered into prior to July 1, 
1952 

25. Prime contracts not more than $1,000 
with performance of less than 30 days 

26. Certain subcontracts for architectural, 
design or engineering services 

27. Individual contract exemption upon 
application of appropriate agency 

28. Certain subsidy contracts with Mari- 
time Commission 


Stock items. 
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The Decision in the Kaiser-Frazer Case 


By Louts H. 


A recent decision in the United 
States Court of Appeals in the case 
of Kaiser-Frazer Corporation v. 
Otis & Co. is of vital interest to all 
accountants. The case is important 
because the verdict hinged upon 
a summary of earnings table in- 
cluded in a registration statement 
that had been filed with the SEC 
and became effective, and it has 
implications of a far-reaching na- 
ture. On October 20, 1952 the 
United States Supreme Court de- 
nied a hearing to K-F so that the 
decision in the Court of Appeals is 
the last word in the case. 

The background of the case was 
this: K-F on February 3, 1948 
entered into a contract for the sale 
of 900,000 shares of its unissued 
common stock at $11.50 per share 
to Otis & Co., First California 
Company, and Allen & Company, 
securities underwriters. The under- 
writers, in turn, were to re-offer 
the stock to the public at $13 per 
share. Otis and First California 
had each agreed to purchase 
337,500 shares, and Allen had 
agreed to purchase the remaining 
225,000 shares. The contract made 
the purchasers’ obligation to accept 
the stock subject to certain condi- 
tions which provided, among other 
things, as follows: (1) K-F’s counsel 
was to deliver an opinion satisfac- 


RAPPAPORT 


tory to the purchasers’ counsel that 
there were no material legal pro- 
ceedings pending against K-F; and 
(2) the registration statement (in- 
cluding the prospectus filed with 
the SEC pursuant to the Securities 
Act of 1933) was to comply with 
the Act and the regulations of the 
SEC and neither the registration 
statement nor the prospectus were 
to contain any untrue statement of 
a material fact nor omit to state any 
material fact required to be stated 
therein or necessary in order to 
make the statements therein not 
misleading. These are ordinary 
provisions and will be found in 
most underwriting agreements. 

A registration statement (includ- 
ing a prospectus) was filed with the 
SEC under the Securities Act of 
1933 and became effective on Febru- 
ary 3, 1948, the day the contract 
between K-F and the underwriters 
was signed. 

According to the CCH digest of 
the District Court’s decision, several 
times before the date set for com- 
pletion of the transaction (the 
delivery of the stock and payment 
therefor), Otis had openly expressed 
its unwillingness to proceed with 
the commitment because of a de- 
cline in the market for K-F securi- 
ties. Otis was informed by its 
attorneys that the contract was 
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binding and that the only event 
that might relieve it of its obliga- 
tion under the contract would be 
the filing of a substantial law suit 
against K-F or the obtaining of an 
injunction before the closing date. 
After a number of phone calls 
between agents of Otis and various 
attorneys, a stockholder’s deriva- 
tive action against K-F was filed 
in Detroit on February 9, 1948, the 
day the contract was to have been 
closed in Cleveland. Thereupon, 
Otis repudiated its agreement and 
refused to take up its share of the 
K-F stock, claiming that the pen- 
dency of the stockholder’s suit and 
the lack of the required showing of 
such litigation in the prospectus 
used in connection with the pro- 
posed offering justified its action. 
As a result of the action by Otis, 
First California also refused to 
proceed, and the expected flotation 
of K-F’s securities failed, although 
Allen expressed its willingness to 
perform despite the action of Otis 
and First California. 

Shortly thereafter K-F brought 
suit against Otis in the District 
Court for the Southern District 
of New York. Federal jurisdiction 
was invoked because of the diverse 
citizenship of the parties—K-F 
being a Nevada corporation and 
Otis being a Delaware corporation 
qualified to do business in New 


York. The judge in the District 
Court ruled in favor of K-F and 
awarded judgment for about 
$3,000,000. 

Otis appealed to the United 
States Court of Appeals for the 
Second Circuit. This Court, con- 
sisting of three judges, in an unani- 
mous decision, reversed the lower 
court, remanded the case to the 
district court with directions to 
enter judgment for the defendant 
(Otis). 

Several errors were assigned by 
Otis on appeal, but the Court of 
Appeals discussed only one, namely, 
whether the lower court was correct 
in finding that K-F had not mis- 
represented but had adequately 
disclosed its profit for the month 
of December, 1947, in the summary 
of earnings which it set forth in the 
prospectus. “If the prospectus con- 
tained such a misrepresentation,” 
said the Court, “as will appear, 
neither Otis nor First California 
was under any obligation . 
to accept the stock and Otis would 
have a complete defense to all the 
causes of action stated in the 
complaint.” 

Since the decision in the higher 
court was based on the summary 
of earnings, this is a good point at 
which to show how it appeared in 
the prospectus dated February 3, 
1948: 
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This is what the lower court had 
to say about the earnings summary: 


Defendant complains that the summary 
of earnings !in] the prospectus was mislead- 
ing in that it indirectly showed that the 
earnings for December, 1947 were approxi- 
mately $4,000,000.00 when as a fact, upon 
reallocation of the year-end adjustments, 
the earnings were only a little over 
$600,000.00. We have found that the 
summary of earnings . . Was not mis- 
leading but even assuming, for the purposes 
of discussion, that the year-end adjustments 
should have been reallocated to the prior 
months, consistency would require a com- 
plete reallocation of all elements of costs 
such as advertising expenses and steel 
variance. In that case, as the testimony 
and exhibits of H——~ indicate, the earnings 
of December, 1947, would have approxi- 
mated $2,865,525.00 and that figure makes 
no allowance for the six working days the 
plant was shut down to take the year-end 
inventory. The question is reduced to a 
choice between two different systems of 
accounting. Under either the system 
actually used by the plaintiff or that pro- 
posed by the defendant, if that were applied 
consistently to all elements of costs, the 
summary of earnings . . of the pros- 
pectus does not distort the realities. 


The upper court took an entirely 
different view of the summary of 
earnings. First, the Court pointed 
out the importance of the summary 
in these words: 

The stock issue which was the subject of 
the contract at bar was to have been the 
third issue of Kaiser-Frazer stock since its 
organization in 1945, and its first issue 
after January, 1946. In the early part of 


1948, when this issue was contemplated, 
Kaiser-Frazer was as yet a newcomer to 
the automobile industry; production of its 
cars did not get underway until late 1946, 
and volume production was not achieved 





until the spring of 1947. While the post-war 
period in the automobile industry was 
abnormal in the sense that a _ strong 
“sellers’”’ market prevailed, nevertheless 
the problems of production and competition 
confronting one in Kaiser-Frazer’s position 
were of sufficient magnitude to make the 
venture highly speculative. Under such 
circumstances, it is evident that the pros- 
pective purchaser of Kaiser-Frazer stock 
would rely heavily on the corporation’s 
sales and earnings during the last quarters 
of 1947 as the best and perhaps the only 
available indication of its ability to compete 
with the established automobile manufac- 
turers. Indeed, the defendant contends 
that without a favorable picture of earnings 
for that period the proposed stock issue 
could not have been made. In any event, 
Kaiser-Frazer elected to set forth in the 
prospectus a table summarizing its sales and 
earnings in capsule form and “designed to 
apprise the investor, in a convenient 
fashion, of the financial results of the opera- 
tion of the business . .”’ (SEC Account- 
ing Series Release No. 62) It is 
apparent, then, that the table summarizing 
earnings was an important factor in the 
sale of the stock and, that being so, failure 
to make full disclosure therein of all the 
facts bearing upon the Corporation’s earn- 
ings constituted a breach of the contract 
and violated the Securities Act of 1933 
as well. 


, 


Turning to the earnings summary 
as it appeared in the prospectus, 
the Court of Appeals said that it 
contained no figures purporting to 
be the December, 1947 profit as 
such, but that by subtracting the 
profit for the two months ending 
November 30, 1947 from the profit 
for the quarter ending December 
31, 1947, a profit figure of $4,009,000 
is obtained “‘which one would natur- 
ally assume to represent the profit 
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of the Corporation for the single 
month of December, 1947.’ K-F 
argued that the average person 
reading the prospectus would not 
make this arithmetical calculation 
and hence his judgment would not 
be affected by any consideration of 
what the December profit was 
represented to be. With respect to 
this argument the Court observed: 


We do not see how Kaiser-Frazer can 
derive any comfort from this argument. 
Even assuming that there was no represen- 
tation as to the profit for the month of 
December, 1947, nevertheless it cannot be 
disputed that the profit for the final quarter 
was shown in the summary as amounting 
to $13,415,861. This figure, however, 
included the inventory write-up which 
should have been reallocated to prior 
periods. . Using Kaiser-Frazer’s own 
reallocation of the inventory write-up, the 
final quarter profit was only $11,170,597. 
Consequently, at best there was a misrepre- 
sentation of the final quarter profit to the 
extent of $2,245,264. 

The Court said that because of 
K-F’s comparatively brief earnings 
record and the speculative nature 
of the venture in which it (K-F) 
was engaged, “‘we think that the 
average prospective purchaser of 
Kaiser-Frazer stock would have 
made the subtraction and would 
have concluded that the December 
earnings totaled nearly four million 
dollars.” 


The Court of Appeals continued: 


It is, however, sufficiently clear from 
the record that December earnings from 
the Corporation’s operations were nowhere 
near that amount but were rather in the 
neighborhood of $900,000. The difference 


in amount was due to the fact that a 
physical inventory was taken in the latter 
part of December, 1947, at which time it 
was discovered that the Corporation had 
a much larger inventory than had been 
anticipated. The net amount of the adjust- 
ment that was made to reflect this fact was 
the sum of $3,371,155, which Kaiser-Frazer 
simply included under the final quarter’s 
earnings in the summary. Actually, the 
increase in profit resulting from the larger 
inventory was allocable not only to the 
month of December or the last quarter of 
1947, but to the entire year’s operations 
and in part to prior years; for in effect the 
larger inventory meant that Kaiser-Frazer 
had been charging too much to cost of sales 
for those periods. Indeed, the Corporation’s 
“Consolidated Statement of Income and 
Expense”’ for December, 1947, prepared 
for its own use, summarized the month’s 
operation as follows: 


“Net Profit or (Loss) for 
the Month of Decem- 
| er 

“Prior Months’ Adjust- 
ments (see notes)..... 


638,226.97 


Moreover, Kaiser-Frazer’s own expert ac- 
counting witness, H——,, did not deny that 
the inventory write-up should have been 
allocated to prior periods. 


K-F’s expert accounting witness 
gave testimony and presented ex- 
hibits to the effect that a complete 
reallocation of expenses that had 
been charged to December “would 
yield a profit of about $2,900,000, 
which in turn would mean that the 
amount of the overstatement of 
December earnings was a little over 
$1,000,000." The Court said this 
testimony was unacceptable be- 
cause the method of reallocation 
was entirely opposed to the ac- 
counting system used by K-F and 
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upon which the summary was based. 
For example, the witness had writ- 
ten off steel variances (the excess 
of the price paid for steel over the 
amount at which the steel was 
included in the inventory) in the 
amount of $1,066,000 paid in De- 
cember, “whereas the Corporation 
had in the past always charged 
such variances as an expense to the 
month in which the steel was 
purchased. .. .” 

The District Court had found 
that the summary of earnings for 
the final quarter of the year 1947, 
as set forth in the prospectus, was 
computed in accordance with ac- 
cepted accounting procedures and 
that it was not misleading. The 
judges in the Court of Appeals 
said that it could not agree with 
this conclusion. 


For, regardless of whether its accounting 
system was a sound one, Kaiser-Frazer 
stated its earnings in such a way as to 
represent that it had made a profit of about 
$4,000,000 in December, 1947. This repre- 
sentation was $3,100,000 short of the truth. 
Concededly, the profits for the year as a 
whole were substantially unaffected by the 
overstatement of December earnings, but 
the prospective purchaser was entitled to 
a full disclosure of all the facts that were 
known to the Corporation at the time the 
prospectus was issued; and the Corporation 
knew on February 3, 1948 that its profit 
for the month of December, 1947 was less 
than $1,000,000. The source of the profit 
as stated in the prospectus for December 
could have been readily disclosed by a 
footnote to the earnings table. The foot- 
note that appeared in the prospectus 
[footnote 4 of the summary quoted above] 
as issued was entirely insufficient for this 


purpose. No one reading it would have 
been put on notice that the actual profit 
for December was less than a fourth of 
what was indicated by the table. 


K-F argued that since Otis had 
full knowledge of all the facts prior 
to the time it entered into the 
underwriting agreement, Otis could 
not rely on such facts as consti- 
tuting a breach of warranty. The 
Court said that there is some sup- 
port for K-F’s contention and 
pointed out that testimony at the 
trial indicated that representatives 
of Otis ‘“‘were informed of the 
actual December earnings and ap- 
parently took part in the prepara- 
tion of the registration statement 
and the prospectus.” The Court 
ruled, however: 


But whatever the rules of estoppel or 
waiver may be in the case of an ordinary 
contract of sale, nevertheless it is clear 
that a contract which violates the laws of 
the United States and contravenes the 
public policy as expressed in those laws is 
unenforceable . This is so regardless 
of the equities as between the parties, for 
oe . the very meaning of public policy 
is the interest of others than the parties 
and that interest is not to be at the mercy 
of the defendant alone.’”’ Any sale to the 
public by means of the prospectus involved 
here would have been a violation of the 
Securities Act of 1933. 


The Court of Appeals concluded: 


While it may be argued that the enforce- 
ment of the underwriting contract according 
to its terms would result only in the sale 
of the stock to Otis and that such a sale 
would not violate the Act . . we are 
satisfied that the contract was so closely 
related to the performance of acts forbidden 
by law as to be itself illegal. We cannot 
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blind ourselves to the fact that the sale of 
this stock by Kaiser-Frazer, though, insofar 
as the particular contract was concerned, 
(it) was a sale only to the underwriters, 
was but the initial step in the public 
offering of the securities which would 
necessarily follow. The prospectus, which 
has been found to have been misleading, 
formed an integral part of the contract 
and the public sale of the stock by the under- 
writer was to be made and could only have 
been made in reliance on that prospectus 
: We therefore conclude that the 
contract was unenforceable and _ that 
Kaiser-Frazer was not entitled to recover 
damages for Otis’ breach thereof. 


The decision of the District 
Court was reversed and the case 
was remanded with instructions to 
enter judgment for the defendant 
(Otis), and, as we have already 
noted, the United States Supreme 
Court refused to review the case. 

One of the results of the K-F 
case has been a new pattern of 
comments from the SEC following 
their review of a registration state- 
ment. Many companies that have 
filed registration statements with 
the SEC containing unaudited 
interim figures have received a 
“memorandum of comments” from 
the SEC’s Corporation Finance 
Division of which the following is 
typical: 

In connection with the income statement 
for the unaudited five month period ended 
May 31, 1952 included under “Summary 
of Earnings”’ and in the financial statements, 
it is requested that this Division be fur- 
nished as supplemental information, not as 
an amendment to the registration state- 
ment, a letter describing in detail the nature 
and amount of adjustments, other than 
normal recurring accruals, entering into the 


determination of the results reported. In 
addition, a representation should be made 
in a footnote to the summary that all 
adjustments necessary for a fair statement 
of results for the five month period have 
been included. 


A simple translation of the Com- 
mission’s comments probably is in 
order. Briefly, the SEC asked the 
registrant to do two things: 

1. Write a letter to the Commission stating 
in detail what adjustments were made 
in the reported earnings for the un- 
audited period of five months ended 
May 31, 1952 but this letter was not 
to be a part of the registration state- 
ment or amendment. 

2. Also, with respect to the unaudited 
figures for the five months ended May 
31, 1952, the Commission wanted the 
Company to say in the prospectus 
that all necessary adjustments had 
been made so that the reported 
figures were a fair statement of the 
results for the period. 


The Commission did not require 
a similar letter or representation 
with respect to that portion of the 
summary and those financial state- 
ments which were certified. So 
many registrants under the 1933 
Act have received comments from 
the SEC similar to that quoted 
above that it may be assumed that 
all registrants will receive them if 
they include uncertified interim 
financial statements or earnings 
summaries in their registration 
statements. This is something which 
might well be called to the atten- 
tion of any of our clients contem- 
plating registration with the SEC 
under the 1933 Act. 
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Retail Tax Seminar 


The announcement which was 
mailed to all members of the Na- 
tional Retail Dry Goods Association 
by its Controllers Congress Re- 
search Committee read as follows: 


The public accounting firm of 
LYBRAND, Ross Bros. & MONTGOMERY has 
been engaged by the Research Committee 
to conduct a four day series of meetings on 
what is undoubtedly the most urgent and 
important single topic confronting business 
men today . .. TAXATION—A MAJOR 
COST OF BUSINESS. Philip Bardes, Tax 
Partner in the firm’s New York Office and 
Editor of Montgomery’s Federal Taxes— 
Corporations and Partnerships, will pre- 
pare the material and present the seminar 
assisted by Specialists on various tax topics 
from the firm’s New York, Washington, 
Philadelphia, Boston, Detroit, Cleveland, 
Louisville, Cincinnati and Chicago offices. 

The seminar, which was held at 
the Edgewater Beach Hotel in 
Chicago from September 14th 
through September 18th, was well 
attended by retail store executives 
whose principal responsibilities with 
their respective companies extended 
into the field of taxation. Mr. 
Raymond F. Copes, Director of 
Research of the Controllers Con- 
gress Research Committee, opened 
the first session at nine o’clock on 
Monday morning, September 18th 
and after an introductory and wel- 
coming address, turned the meeting 
over to Mr. Bardes who acted as 
Chairman for the entire seminar. 

Each of the four days was divided 
into two business sessions of ap- 


proximately three and a half hours 
each and each of these sessions was 
addressed by a tax specialist from 
a different office of the firm. About 
half the time of each session was de- 
voted to the prepared talk with the 
balance of the time being consumed 
in discussion from the floor. The 
animated discussion at every ses- 
sion was an indication of the 
extreme interest of the participants 
in the subject matter presented. 

Mr. Bardes was assisted in his 
duties as discussion leader by Mr. 
G. W. Welsch of the New York 
office. The subjects presented and 
the tax specialists who prepared and 
made the presentations are: 


Tax Helps For Closely Held Retail Corpo- 
rations 
Mr. John McCullough—Detroit 


Non Corporate Businesses—Opportunities 
for Tax Savings and Tax-Pitfalls to be 
Avoided 

Mr. Herman Stuetzer, Jr., Boston 

Tax Tips for Retailers Generally 

Mr. J. Wesley Huss—Louisville 

Procedures for the Compilation of Data and 

Preparation of Returns 
Mr. James P. Colleran—Cleveland 


Tax Savings Opportunities for Retail Ex- 
ecutives and Management 
Mr. Julian O. Phelps—Chicago 
The Excess Profits Tax and the Retailer 
Mr. S. Lester McCormick—Cincinnati 
Tax Savings For Corporate Retailers 
Mr. James J. Mahon, Jr.—Philadelphia 


What the Tax Future Holds for Retailers 
Mr. Mark E. Richardson— Washington 
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The A.I. A. 65th Annual Meeting 


in Houston, Texas 


The 65th annual meeting of the 
American Institute of Accountants 
has come and gone and as the saying 
goes, Houston “may recover but will 
never be the same again”. The 
meeting was a great lift to the pro- 
fessicn in Texas and particularly 
Houston, inasmuch as it has been 
a considerable number of years 
since it has been held in Texas and 
the profession’s growth since then 
has been, to say the least, phe- 
nomenal. 

A new record was set for attend- 
ance at the Houston meeting, all of 
which is taken as a matter of course 
by “us Texans” and is mentioned 
here merely as a matter of record. 
The attendance was approximately 
33144% above the previous high and 
L. R. B. & M. was well represented 
in numbers and enthusiasm. 
Lybrand’s was also well represented 
during the past year in Institute 
activities with many serving in 
various official capacities on com- 
mittees or other official Institute 
bodies. 

An outstanding array of speakers 
had been obtained for the technical 
sessions and the luncheons. Their 
talks were both timely and informa- 
tive and those attending the tech- 
nical sessions came away benefited 
from that phase of the annual meet- 
ing. In due course all of the papers 
presented will be made available to 


A. I. A. members so no resumé of 
the technical sessions will be at- 
tempted here. 

he trend of the annual meetings 
over the past number of years has 
been to allow more time for social 
activities and amusements and not 
to keep the attendees too closely 
tied down to technical sessions— 
the past meeting did not arrest that 
trend. It was the generally preva- 
lent idea that many had not been 
to Texas or Houston before and the 
Texas theme was to see that there 
was no lack of entertainment. 

The activities got under way Sun- 
day afternoon on a major scale with 
the arrival of the special train from 
the East. All were ensconced in their 
hotel accommodations in sufficient 
time to relax for a bit before going 
to the Rice Hotel where the opening 
social function, a reception, was 
held and the 65th annual A. I. A. 
meeting was underway. 

The joint luncheon was the fol- 
lowing day, Monday, October 6, 
and Governor Shivers of Texas ad- 
dressed those in attendance. This 
luncheon was held in the Shamrock 
Hotel and the famous Emerald 
Room was taxed to its capacity. 

Monday night’s Shamburger 
affair staged around the Shamrock 
pool had the misfortune to run into 
a little bad weather when a 
“norther’”” blew in most inoppor- 
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tunely and chilled the atmosphere. 
It has been suggested that after the 
rather humid day experienced Sun- 
day that the Houston Chamber of 
Commerce, in an attempt to please 
the visitors, air conditioned the out- 
side weather and merely overdid it 
a bit. At any rate the visitors were 
treated to the unique sight of a 
potato salad and paper plate shower 
—we believe no other Institute 
annual meeting can make that 
claim. 

Tuesday was the open day of 
planned entertainment by the In- 
stitute and many of the firms and 
groups took advantage of this fact 
and had private parties. A L. R. B. 
& M. dinner was held at the Brae- 
Burn Country Club and a total of 
seventy-two partners, staff mem- 
bers and wives were present. All 
offices, with the exception of three, 
were represented at this dinner and 
Mr. Sinclair presided as master of 
ceremonies after dinner in his well 
known inimitable style. Everyone 
regretted that Mr. Lybrand, Mr. 
Ross and Colonel Montgomery were 
unable to be present on this occa- 
sion and very appropriately a toast 
to our founders was proposed by 
Mr. Sinclair. 

The next day a style show and 
luncheon was provided for the en- 
tertainment of the ladies—the ladies 
were highly entertained we under- 
stand but the strain on the hus- 
bands’ pocketbooks is another story. 

A luncheon was given on Tuesday 
in the Barracuda Room of the 





Petroleum Club so that the Houston 
staff might have the opportunity of 
becoming better acquainted with 
the partners. This affair was highly 
enjoyable and the interest of the 
partners in them, as evidenced in 
many ways, made a very profound 
impression on the Houston staff. 

This was also the afternoon and 
evening of the Chuck Wagon Feast 
which was put on in true Texas 
style with cowboys, square dancing 
and a barbecue dinner. The scene 
of this event was the San Jacinto 
Battleground where General Sam 
Houston and his army defeated 
General Santa Anna and won Texas’ 
independence from Mexico—and 
the Republic of Texas was born. 
The San Jacinto momument has 
been erected on the battle site and 
is the highest monument in the 
United States. (Washington, D. C. 
guides please note.) 

The following day, Thursday, 
was the final day of the meeting 
and culminated with the dinner 
dance being held in the Emerald 
Room of the Shamrock Hotel. Pre- 
ceding the Institute’s reception and 
dance, the Firm was host at a cock- 
tail party in the Western Room of 
the Cork Club of the hotel. This 
party was attended by approxi- 
mately 300 guests and was a fitting 
climax for the L. R. B. & M. group 
attending the convention. 

It was most genuinely and sin- 
cerely a pleasure to be hosts to 
L. R. B. & M. and it has meant a 


(Continued on page 41) 
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Editorials 


The 1952 Firm Meeting 


The 1952 firm meeting was held 
at Seaview Country Club, Absecon, 
New Jersey, September 29 to 
October 3. 


There were 151 members of the 
firm and staff in attendance, and 
Messrs. Guy E. Hoult, W. Gerald 
Jeffcott and Frank A. Coffey of 
P. S. Ross & Sons, Canada and Mr. 
J. Marvin Haynes, tax counsel, of 
Washington, D. C., were present as 
guests. A number of wives also 
were present. Technical sessions 
were held each morning. The talks 
included a review of the work of 
the American Institute Committee 
on Accounting Procedure by Mr. T. 
J. Cogan (New York) and on de- 
velopments in S. E. C. accounting 
by Mr. Rappaport. Two morning 
sessions were devoted entirely to 
tax subjects, and the papers which 
had been prepared appeared in the 
November issue of the JOURNAL. 


The afternoons were generally de- 
voted to golf, with social gatherings 
following in the evenings. Posses- 
sion of the Lybrand cup for the en- 
suing year was won by Harold C. 
Chinlund of the Baltimore office; 
golfers and others all enjoyed the 
perfect fall weather, and the con- 
census was that the meeting was one 
of the more memorable of this long 
series. 


Birthdays of the Founders 


It is a happy circumstance that | 


in the fall of 1952 all three living 
founders of the firm have reached or 
passed their eightieth birthday. Mr. 
Lybrand was eighty-five on August 
14; Mr. Ross was eighty-five on 
November 18 and Mr. Montgomery 
was eighty on September 21. The 


entire organization says “Happy | 


Birthday” to these well-loved gen- 
tlemen. 


The Wharton School 


On October 24th The D. Welling- 
ton Dietrich Memorial Hall at The 


University of Pennsylvania was | 


dedicated. This new building is for 


the use of The Wharton School of | 


Finance and Commerce which was 
founded in 1881 by Joseph Wharton. 

Rooms for the several depart- 
ments, offices and classrooms have 
been provided by a number of ‘or- 
ganizations and individuals. On the 
wall of classroom E 15 is a bronze 


tablet which states that the class- ' 


room had been provided by 
Lybrand, Ross Bros. & Mont- 
gomery. 

In this connection it is interesting 
to recall that the Evening School of 
Accounts and Finance of The Whar- 
ton School had its origin in an even- 
ing school which was organized in 
the year 1900 by the Committee of 
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Education of the Pennsylvania In- 
stitute of Certified Public Account- 
ants. The committee members were 
J. E. Sterrett, chairman, Adam A. 
Ross and A. L. Sellers. The school 
sessions were held in our office. The 
subjects taught and the faculty were 
as follows: 


Theory of Accounts... R. H. Montgomery 
Practical Accounting.. W. M. Lybrand 
AUGHING. «:....6.0:0.0 5:00 J. W. Fernley 
Commercial Law...... H. G. Stockwell 


The founding of The Evening 
School at The University is referred 
to in Pioneers of Organized Public 
Accountancy in Pennsylvania as fol- 
lows: 


The Committee in the meantime had 
approached the provost and trustees of the 
University of Pennsylvania with the propo- 
sition that the University take over the 
work of the evening school. Because of a 
building program which was under way, the 
trustees were unwilling to assume the re- 
sponsibility for a new venture which might 
be operated at a loss. The committee pro- 
cured subscriptions to a guarantee fund of 
$400 to meet any deficit which might arise, 
and Provost Harrison on May 14, 1904, 


authorized the organization of the Evening 
School of Accounts and Finance. The School 
was a success from the first and the guaran- 
tors were never called upon for any part of 
their subscriptions. 

Messrs. Stockwell and Rorer lectured at 
the University for some years in the account- 
ancy courses and R. H. Montgomery lec- 
tured during the school year of 1905-06. 

Mr. Sterrett, in speaking at the First 
International Congress of Accountants in 
St. Louis in 1904, referred to the Evening 
School of Accounts and Finance as the “‘first 
educational institution of highest rank to 
offer a course of instruction planned with a 
view of preparing candidates for the C. P. A. 
examinations.” 


Mr. Lybrand Honored 


Mr. Lybrand was Guest of Honor 
at the November meeting of the 
New York Chapter of N.A.C.A., in 
recognition of his long and continu- 
ing service on behalf of the N.A.C.A. 
Mr. Lybrand was also presented, in 
October, 1952, with the Grand 
Lodge (F. & A. M.) award of the 
Fifty Year Service medal, for his 
“true and lively Masonic spirit,” 
his interest in and contributions to 
his Lodge and Masonry in general. 





The A. I. A. 65th Annual Meeting in Houston, Texas 


(Continued from page 38) 


lot to the Houston office for our per- 
sonnel to have seen, met and been 
associated with many of the part- 
ners, staff members and their wives 


at this meeting. Names, which had 
been just names before, came to life 
and the firm was displayed as a 
living organization. 

—William P. Crouch. 
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Notes 


Atlanta Office 


Messrs. Kenneth R. Shutts and 
Preston A. Sewall have passed the 
Georgia examination and have re- 
ceived their C. P. A. certificates. 

Mr. J. P. Allen is currently serv- 
ing on the membership and attend- 
ance committee of the Atlanta 
Chapter of the Georgia Society of 
jf. as 


Baltimore Office 
Mr. Harold C. Chinlund spoke on 
Recent Developments Relating to 
Excess Profits Tax at a dinner meet- 
ing of the Maryland Association of 
C. P. A.’s on December 9. 


Boston Office 


With much sorrow we record the 
loss of two members of the Boston 
staff: 

B. James Sheehan succumbed to 
a fatal illness on June 6, 1952, at 
the age of 31. He had been a mem- 
ber of the Boston office staff since 
1942 and showed great promise in 
professional work. 


Archie S. Harlow died suddenly 
on August 8, 1952, at the age of 67, 
after seemingly recovering from a 
serious operation. He had been 
associated with the Boston office 
since 1918 and had participated in 
engagements for many of our 


clients. 
ae 


Sunny skies and ideal summer 
weather greeted members of the 
Boston office and their guests for 


the 1952 Outing held on June 16 at 
Mayflower Hotel, Manomet, Ply- 


mouth, Massachusetts. 

Out-of-door activities during the 
day included golf at nearby Ply- 
mouth Country Club, tennis, a soft 
ball game and swimming and lunch- 
eon at the beach pavilion. 

A social hour, dinner, dancing and 
bridge in the evening concluded a 
thoroughly enjoyable day. 

Three members of the Boston Tax 
Department are teaching this fall. 


Mr. David F. Landrigan is teaching } 


an excess profits tax course at 
Northeastern University Business 
School and Victor Cohen is teaching 
a federal tax course at the same 
school. Mr. Herman Stuetzer, Jr. 
is teaching two courses, one in ac- 
counting and the other in excess 
profits tax, at Northeastern Law 
School. 

Messrs. Victor Cohen and Eric J. 
Stenholm have been elected presi- 
dent and secretary-treasurer, re- 
spectively, of the Boston Tax Coun- 
cil which they were instrumental in 
organizing. The Council is com- 
posed of attorneys and certified 
public accountants who plan to 
meet periodically at luncheon to 
read and discuss papers on current 
tax developments and other tax 
matters of mutual interest. 
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Mr. Perry has been elected Chair- 
man of the Commission on Stand- 
ards of Education and Experience 
for C.P.A.’s. 


Mr. Walker has been reelected a 
Member of the Subcommittee on 
Price and Wage Control of the Com- 
mittee on National Defense of the 
American Institute of Accountants. 
He is also Chairman of the Account- 
ants Committee for the 1953 United 
Red Feather Campaign. 


Massachusetts C.P.A. certificates 
have been received by Michael 
Mosca and Richard H. Thorngren. 


Messrs. Roscoe E. Irving and 
Herman Stuetzer, Jr. have been 
elected members of the American 
Institute of Accountants. 


Mr. Herman Stuetzer, Jr. has 
been appointed Chairman of the 
Taxation Committee of the Massa- 
chusetts Society of Certified Public 
Accountants, Inc. for the ensuing 
year. 


Mr. Thomas Galligan, Jr. has 
been elected a charter member of 
the Greater Boston Area Council 
and has been appointed to the Plan- 
ning Committee of the Council. 
Mr. Galligan attended the recent 
joint convention of the accounting 
sections of the Edison Electric In- 
stitute and American Gas Associa- 
tion. He also attended Univac 


(electronic computer) seminar con- 
ducted by Remington Rand, Inc. in 
New York. 


Chicago Office 
| SR le a 

It is with deep sorrow that we 
report the death of William D. Buge 
on October 8, 1952. Mr. Buge was 
born in 1888 in Chicago where he 
attended the public schools. He 
later studied law at the John 
Marshall Law School and obtained 
his accounting education at North- 
western University School of Com- 
merce. From 1912 to 1919 Mr. Buge 
was employed as office manager of 
the United States Brewing Co., and 
during that period he also served 
as secretary of a breweries associa- 
tion. In October, 1919 he entered 
public accounting practice and was 
employed on the staff of Ernst & 
Ernst until April 1, 1922. On May 
1, 1922 he became associated with 
our Chicago staff and remained 
with us until his retirement in 1949. 
For many years Mr. Buge served as 
manager of our tax department in 
Chicago and was well known not 
only to our clients but also to most 
of the internal revenue employees in 
the Chicago area. He had resided 
in Tuscon, Arizona since his retire- 
ment, and had come to Chicago to 
assist us temporarily on a special 
tax case when his sudden passing 
resulted from a heart ailment. 

Mr. Buge was a certified public 
accountant of Illinois, a member of 
the Illinois Society of Certified Pub- 
lic Accountants and the American 
Institute of Accountants since 1931. 
He possessed unusual knowledge of 
accounting and income tax matters, 
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was a man of fine character, and was 
highly regarded for his ability by 
his associates and others. He will 
be sorely missed by his many friends 
in Our organization. 

He is survived by his widow, two 
sons and five sisters to whom we 
extend our deepest sympathy. 


Mr. Ralph Leon and Mr. Albert 
H. Degener (the latter now asso- 
ciated with the Tulsa office) have 
completed twenty-five years of asso- 
ciation with the firm and thereby 
become eligible to join the ranks of 
the Quarter Century Club. Mr. 
Leon started with the firm on 
November 15, 1927, and Mr. 
Degener on December 1, 1927. 
They were presented with gold 
watches, suitably inscribed, and re- 
ceived the congratulations and best 
wishes of their associates. 


Mr. John Kovac, Mr. William W. 
Mcllvaine and Mr. Donald P. Roth 
were recently awarded their Illinois 
C.P.A. certificates on the basis of 
the May, 1952 examination. Mr. 
Donald E. Jeffers received his certif- 
icate from the District of Columbia 
also on the basis of the May, 1952 
examination. 


The second annual Chicago Office 
Golf Outing was held on Friday, 
August 15, 1952 at Calumet Coun- 
try Club. There were 67 present, 
50 of whom played golf. Out of 
town guests included Mr. Sinclair 
from New York, Mr. Kork and Mr. 





Noell from Cleveland, Mr. John W. 
Conrad from Rockford, Mr. Thomas 
W. Snowden from St. Louis and Mr. 
Albert H. Degener from Tulsa. For- 
tunately for the competitors, Mr. 
Sinclair passed up the golf and con- 
centrated on the presentation of the 
prizes in his usual entertaining man- 
ner at the dinner following the 
tournament. Joseph J. Marek, with 
an 82, repeated for low gross; Mr. 
Degener (95—25=70) took the low 
net prize back to Tulsa with him; 
runners up were Robert E. Miller 
and Andrew L. Russel. , 


Cincinnati Office 


Mr. Willis K. Waterfield has been 
elected a Director of the Ohio So- 
ciety of Certified Public Account- 
ants for the current year. 


On July 24th, the Cincinnati 
office held its annual Summer Party 
at the Terrace Park Country Club. 
While our July weather is usually 
hot and humid, we were favored 
with the one day in the month hav- 
ing a low humidity and cool breezes. 
Golf competition was nip and tuck 
and it seemed that every player 
shot his best game of the year. 
Those who did not play golf en- 
joyed the Club’s swimming pool. 


In the evening, we had a delicious 
steak dinner, followed by a social 
get-together. At 9 P.M. we started 
home, having had a full day of 
pleasure and L. R. B. & M. fellow- 
ship. 
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Dallas Office 


Major Moss delivered an address 
on April 8, 1952 to the Dallas 
Chapter of the Texas Society of 
Certified Public Accountants on 
“Estate Tax Accounting.” 

Mr. Arthur is presently serving 
as Chairman of the Committee on 
Accounting, Texas Society of Certi- 
fied Public Accountants, and also of 
the Dallas Chapter of Texas Society 
of Certified Public Accountants. 
He is a member of the National 
Board of Directors of the English 
Speaking Union of the United 
States, and a member of the Execu- 
tive Committee and Finance Com- 
mittee of the Dallas Symphony 
Orchestra. Mr. Arthur attended 
the Sixth International Congress on 
Accounting in June, 1952, in Lon- 
don, as official delegate of the Texas 
Society of Certified Public Account- 
ants, and was one of the speakers at 
the technical session October 7, 1952 
at the annual meeting of the Ameri- 
can Institute of Accountants, in 
Houston, Texas. 


Detroit Office 


Mr. Russell presented a paper to 
the Mid-West Regional Conference 
of The Institute of Internal Audi- 
tors on March 28th. He attended 
the Spring Council Meeting of the 
American Institute at White Sul- 
phur Springs and during the week 
from May 5 to May 9, 1952, at the 
request of the Institute he made a 
tour of chapter meetings of the 





State C.P.A. Societies, at Des 
Moines, Topeka, Wichita, Tulsa 
and Oklahoma City. These were 
informal meetings describing activi- 
ties of A.I.A. and obtaining local 
reactions to recent A.I.A. activities. 
On June 20th, Mr. Russell repre- 
sented the American Institute at 
the Northwest Conference of Certi- 
fied Public Accountants at Spokane, 
Washington. He presented a paper 
at one of the sessions and gave an 
informal talk on A.I.A. activities 
at a luncheon. 

Mr. Russell also spoke on October 
6, 1952 to the American Institute 
of Accountants’ convention in Hous- 
ton, Texas, on the subject of Ad- 
herence to Accepted Accounting 
Principles and Auditing Procedures, 
as a part of the program on Pro- 
fessional Ethics. He also acted as 
Chairman and Moderator of the 
panel discussion dealing with Re- 
negotiation Problems at the Novem- 
ber 13, 1952 meeting of the Detroit 
Chapter of the National Association 
of Cost Accountants. 

Mr. McCullough gave a paper on 
September 20, 1952 at the National 
Retail Dry Goods Association Tax 
Seminar held in Chicago, September 
15-18, 1952. His subject was Tax 
Helps for Closely Held Retail Cor- 
porations. 

Mr. Righter was appointed Chair- 
man of the Committee on Personnel 
of the Michigan Association of 
C.P.A.’s for the year 1952-53. He 
made the arrangements for the 
Fifth Accountants’ Graduate Study 
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Conference held in Ann Arbor on 
June 18th, 19th and 20th. 

Mr. Hobbs was appointed Chair- 
man of the Committee on Attend- 
ance of the Michigan Association of 
C.P.A.’s for the year 1952-53, and 
was also appointed a member of the 
Committee on Membership of the 
American Institute of Accountants. 
Mr. Hobbs was one of the leaders 
of the panel discussion on Burden 
Costs in Inventories on October 20, 
1952, at the meeting of the Detroit 
Chapter of the National Association 
of Cost Accountants. 

Mr. R. L. Williams delivered an 
address entitled What Price In- 
ternal Control, before the Detroit 
Chapter of the American Society of 
Women Accountants on May 22, 
1952. He was named to the Edi- 
torial Board of the Detroit Chapter 
of the N.A.C.A. News Letter for the 
year 1952-53. 

Mr. L. J. Wilson is a member of 
the Editorial Committee of the 
Michigan Association of Certified 
Public Accountants and also a Team 
Captain of the Detroit Chapter, 
National Association of Cost Ac- 
countants. 

Mr. J. J. Fox presented a paper 
on Necessity Certificates at Wayne 
University on May 20th. 

Nine staff members from this 
office obtained their C.P.A. certifi- 
cates in the November examina- 
tions, viz., W. G. Connolly, G. E. 
Ford, K. M. George, M. L. Mitchell, 
N. S. Peters, A. K. Scharff, A. M. 
Thornhill, R. S. Waligore and C. E. 


Watson; four staff members ob- 
tained Certificates of Examination, 
viz. W. F. Haberman, D. I. 
Leeene, G. R. Scheerhorn and F. S. 
Spindel. 


Houston Office 


Mr. Crouch is serving the second 
year of a two-year term as a director 
of the Texas Society of Certified 
Public Accountants and is the 
Chairman of the Public Relations 
Committee of that organization for 
the current year. 

Mr. Carl E. Patton is serving as 
Assistant-Secretary of the Houston 
Chapter of the Texas Society of 
Certified Public Accountants for the 
current year. 


Los Angeles Office 


Mr. Warner, a director of The 
California Society of Certified Pub- 
lic Accountants, was guest speaker 
at the graduate study conference 
sponsored by the Society at Clare- 
mont on the subject, Accounting for 
Shareholders Ownership, and is 
Chairman of the Natural Business 
Year Committee of the American 
Institute of Accountants. He is a 
member of the Committee on Rela- 
tions with the Bar, California So- 
ciety of C.P.A.’s. 

Mr. Bowles is Vice President of 
the Los Angeles Chapter of The 
California Society and spoke before 
the Long Beach Chapter of the 
Society on the subject, The Growth 
of Professional Accounting. He was 
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the speaker on September 15 before 
the Santa Barbara Chapter, Cali- 
fornia Society of C.P.A.’s on Ex- 
pert Witness. He also spoke 
October 13, to the Los Angeles 
Chapter, California Society of 
C.P.A.’s, on Coordinating Inde- 
pendent and Internal Audit Pro- 
cedures. 


Los Angeles staff members serv- 
ing as committee chairmen for the 
Los Angeles Chapter (and commit- 
tee members) of the California So- 
ciety are: 

T. Hayes Anglea, Committee on Education 


Louie M. Bradley, Committee on Govern- 
mental Accounting and Auditing 


J. Walker Voris, Committee on Membership 


Mr. J. Everett Morris is chairman 
of the Program Committee of the 
Long Beach Chapter of the Cali- 
fornia Society. 


Mr. Edwin B. Cassidy is serving 
on the California Society Commit- 
tee on Governmental Accounting 
and Auditing, and attended meet- 
ings of The California Association 
of Public Schools Business Officials 
at Coronado, California and The 
Investment Bankers Association of 
California at Santa Barbara, Cali- 
fornia. He is also a member of the 
American Institute of Accountants 
Committee on Arbitration. He pre- 
sented the accountants’ viewpoint 
at a panel discussion of Arbitration 
in Action, held under the auspices 
of University Extension UCLA, 
November 14, 1952. 


Mr. L. M. Bradley addressed a 
meeting of members of the Los 
Angeles Chapter on the subject, 
Governmental Accounting. He was 
a delegate to the Annual Conven- 
tion, League of California Cities, 
San Diego, October 13-15. 

Mr. J. W. Voris presided at a 
meeting of Los Angeles Chapter 
members devoted to accounting for 
petroleum. 

Mr. T. H. Anglea was a delegate 
to the Merchants and Manufac- 
turers Association Annual Confer- 
ence, Palm Springs, October 22-25. 

Mr. R. E. Jones spoke before the 
N.A.C.A., Los Angeles Chapter, on 
Burden in Inventories. 

C.P.A. examinations were passed 
by Messrs. Frank Y. Garrison, Jr. 
and Charles L. Davidson. 


Louisville Office 


Mr. J. Wesley Huss was elected 
President of the Kentucky Society 
of Certified Public Accountants, to 
serve during the current fiscal year. 
He has just completed serving the 
first of a three-year term as a 
Director of the Society. The follow- 
ing have been appointed to serve 
on committees of the Society for the 
current year: 


Mr. Halloran—Constitution and By-Laws 
Mr. W. R. Hindman—Education 


Mr. Huss also spoke at the annual 
meeting of the National Retail Dry 
Goods Association in Chicago. 
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New York Office 

Ronald F. Kilmartin, the only 
man from this office to serve over- 
seas in Korea, has returned to the 
States after nineteen months, most 
of the time as a Forward Observer 
attached to the infantry. One of 
the front-line engagements he sur- 
vived was the famous “Heartbreak 
Bloody Ridge.” While on active 
duty in Korea he was promoted to 
first lieutenant. In one of his in- 
teresting letters to the staff a post- 
script said ‘‘keep your fingers 
crossed for me’’; whether this rite 
assisted his safe return or whether 
it was arranged by Higher Au- 
thority we do not know, but every- 
one was glad to see him at the 
Annual Christmas Luncheon. 
Ronnie expects to be released 
from active duty in April. 


The annual golf outings were held 
as usual at the Pelham Country 
Club in two sections, one on June 24 
and one on August 12. Most of the 
staff were thus able to attend one or 
the other of these affairs, which were 
highly enjoyed by all. Of the many 
prizes distributed (some of which 
were well deserved) the winners of 
the silver plates were—June, 
Messrs. Ray Ankers and Bill 
Lybrand (tie) and August, Frank 
Ashley. 

At the dinners gold watches were 
also presented to the latest members 
of the Quarter Century Club—Boris 
Holmstrem, Harold Lang, George 
Schneider and Earl Smith. 





During 1952, Miss Marguerite M. 
Carter of the Report Department 
celebrated her twenty-fifth anni- 
versary with the firm. She was 
presented with a check from the 
firm, a watch from her associates in 
the Report Department, and flowers 
from the Quarter Century Club. 


On December 9, the New York 
State Society of C.P.A.’s held a 
dinner at the Hotel Roosevelt to 
honor recent recipients of the C.P.A. 
degree. Several of our partners at- 
tended and tables were arranged for 
them and the following staff mem- 
bers, recent C.P.A.’s, and their 
wives: 

Robert H. Kaiser 
James A. Kelley, Jr. 
Franklin D. Lane 
Kenneth C. McPhail 
James V. Regan 
Anthony P. Rua 
Victor F. St. Thomas 


The New York State Society of 
C. P. A.’s has organized a survey 
committee to study the Society’s 
affairs, on which Mr. Jennings is 
acting as Chairman of the Member- 
ship Relations Subcommittee. 

Mr. Bardes has been elected a 
member of the Board of Examiners 
and the Editorial Advisory Board 
of the American Institute of Ac- 
countants. On November 14, 1952, 
he lectured on the medical expense 
deduction before the N. Y. U. 
Annual Institute on Federal Taxa- 
tion and on November 17 he 
spoke on Stock Options to Execu- 
tives and Employees at the Federal 
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Tax Conference held by the New 
York State Society of C.P.A.’s. 

An article on Year-End Tax 
Problems of the Retailer by Mr. 
Bardes appeared in the November, 
1952 issue of Retail Control, pub- 
lished by the Controller’s Congress 
of the National Retail Dry Goods 
Association. He has also been ap- 
pointed a member of the Committee 
on Taxation and Public Revenue of 
the Commerce and Industry Asso- 
ciation of New York, Inc. 

Mr. A. R. Kassander spoke on 
The Taking and Pricing of Inven- 
tories at N.A.C.A. Chapter Meet- 
ings at Toledo, Ohio, (September 
16) and New Haven, Conn. (Sep- 
tember 23). 

Mr. Lambert H. Spronck dis- 
cussed Profits on the Stock Shelves 
or Profits in the Bank at N.A.C.A. 
Chapter at Trenton, N. J. (Organi- 
zation Meeting, September 10), 
Springfield, Ill. (September 15), 
Davenport, Ia. (September 16), 
Peoria, Ill. (September 17), Lan- 
caster, Pa. (October 17) and Louis- 
ville, Ky. (November 18). Mr. 
Spronck was discussion leader at a 
recent round table meeting on 
What’s New in Budgets, held by 
New York State Society of C.P.A.’s. 

Mr. A. Wittenstein’s article en- 
titled Boot Distributions and Sec- 
tion 112(c)(2): A Re-examination 
—appeared in the November, 1952 
issue of the Tax Law Review. 

An article by Mr. G. R. Byrne on 
Accounting Judgment was included 


in the November, 1952 issue of the 
New York C.P.A. 


Philadelphia Office 


Mr. Mahon on September 17th 
spoke before the annual meeting at 
the Pennsylvania Electric Associa- 
tion held at Pittsburgh on the sub- 
ject Tax Trends and Effects. He 
also addressed the annual meeting 
of the State Chamber of Commerce 
in Pittsburgh on October 22nd on 
A Broad Base Tax as a Possible 
Solution to Pennsylvania’s Fiscal 
Crisis. 

Mr. Philip J. Taylor presided at 
a panel meeting of the Philadelphia 
Chapter of the Pennsylvania Insti- 
tute of Certified Public Accountants 
held September 22nd on the subject 
Preparation of the Income State- 
ment. 

At a meeting of the Philadelphia 
Chapter held October 7th, Mr. 
Moneta served on a panel of four 
speakers on the subject Report 
Writing. 

Mr. Hewitt is Chairman of the 
Accountants Group in the current 
solicitation for the United Fund 
for 1953. 

Mr. Frederick Martin is Chair- 
man of the Report and Audit Com- 
mittees of the United Fund, as well 
as the Community Chest for 1953, 
and also a member of the Finance 
Committee of the Community 
Chest. 

A special committee of the Penn- 
sylvania Institute of C.P.A.’s, under 
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the Chairmanship of Mr. Martin, 
has prepared a paper on Minimum 
Scope of External Bank Audits 
for the Pennsylvania Bankers Asso- 
ciation. It is expected that the 
paper will be distributed by the 
Association early in December. 

Mr. Petty spoke before the 1952 
Discussion Forum of the Phila- 
delphia Chapter of the National 
Association of Cost Accountants 
on October 28th on Consideration 
of Federal Income Taxes in Valuing 
Inventories. 

Mr. Anthony J. Dilenno ad- 
dressed the Union League Tax 
Luncheon Group on October 17th 
on The Necessity for Consistency 
in Inventory Methods. 

The following members of the 
organization hold positions for 
1952-53 in the Pennsylvania Insti- 
tute and the Philadelphia Chapter: 


PENNSYLVANIA INSTITUTE OF 
CERTIFIED PUBLIC ACCOUNTANTS 
Members of Council 
George A. Hewitt 
Harry C. Zug 


Commitiees on: 

Professional Ethics 

John L. Moneta 
Annual Meeting 

Anthony J. Dilenno 
Past Presidents 

*George A. Hewitt 

T. Edward Ross 
Legislation 

*George A. Hewitt 
Constitution and By-Laws 

Harry H. Steinmeyer 
Taxation 
James E. Gelbert 


Cooperation with Bankers 
Frederick Martin 


Commonwealth Government Accounting 


Harry H. Steinmeyer 
Institute Publications 
*Glenn O. Petty 
Spokesman Editorial Board 
Glenn O. Petty 
Auditing and Accounting Procedures 
*Gustave F. Schweitzer 
John L. Moneta 
Members Advisory Service 
Clarence R. Haas 
Cooperation with the Bar 
*James J. Mahon, Jr. 


PHILADELPHIA CHAPTER OF THE 
PENNSYLVANIA INSTITUTE 
Chairman 
Harry C. Zug 
Members of Executive Committee 
James E. Gelbert 
Philip J. Taylor 
Committees on: 
General Meetings 
Robert H. Browse 
Accounting Study Meetings 
*Philip J. Taylor 
A. Eugene Stillman 
Tax Study Meetings 
+Anthony J. Dilenno 
Accounting Forum 
James E. Meredith, Jr. 
American Institute Bulletins 
Roger F. Burd 
Publicity 
Edward F. Habermehl 
Relations with Other Organizations 
Cyril P. Gamber 
Legislation 
Gustave F. Schweitzer 
Colleges and Schools 
Norman E. Miller 





*Chairman; tVice-Chairman. 
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Nominations 
Glenn O. Petty 
New Members 
William G. Ralston, Jr. 
Professional Ethics 
John L. Moneta 
Recreation 
*James E. Gelbert 
Benton B. Wilde 





*Chairman. 


Pittsburgh Office 

On December 23, 1952, a dinner 
was given at the Duquesne Club for 
Mr. Frederick M. McHugh, who 
recently completed his twenty-fifth 
year with the firm. Mr. McHugh 
received a suitable gift to com- 
memorate the occasion, and a 
number of clients and friends sent 
congratulatory telegrams which 
were read. 

Mr. James E. Gelbert transferred 
from the Philadelphia office to the 
Pittsburgh office of the firm on 
October 1, 1952. Mr. Gelbert has 
specialized in tax accounting for a 
number of years. Mr. J. E. Gelbert 
is to speak before the Williamsport, 
Pa. Chapter of the N.A.C.A. on 
January 12, 1953, on the subject 
Recent Developments in Federal 
Taxation. 

Mr. Joseph P. Wallace has again 
accepted an appointment by the 
University of Pittsburgh to teach 
an accounting course in the evening 
business school. 

Mr. Marsh has been elected by 
the National Board of the National 
Association of Cost Accountants to 


membership of the Permanent Fund 
Committee (Finance Committee) 
for a three-year term. 

A stag golf outing was held at 
Chartiers Country Club during the 
summer. In addition to the present 
staff, a number of guests and former 
staff members participated in the 
activities of the day and evening. 

Mr. Foster L. Reed was elected 
Vice-Chairman of the Pittsburgh 
Chapter of the Pennsylvania Insti- 
tute of Certified Public Account- 
ants for the 1952-53 year. Com- 
mittee members appointed by the 
Chapter are as follows: 

Mr. Bower—Committee on Public Infor- 
mation. 


Mr. Foster L. Reed—Committee on Meet- 
ings, Chairman. 


Rockford Office 


Appointments to Committees of 
the Northern Chapter of the Illinois 
Society of Certified Public Ac- 
countants include the following 
members of our Rockford office: 


Mr. Leo V. Tinkham—General Committee 
and Chapter Activities Committee. 

Mr. Robert W. Myers—Taxation Com- 
mittee. 


Mr. J. Warren Rowland—Public Relations 
Committee. 


Mr. Leo V. Tinkham is serving 
as the Chairman of the Northern 
Chapter of the Illinois Society of 
Certified Public Accountants and 
as the Treasurer of the Rockford 
Chapter of N.A.C.A. 

In September, Mr. Edward 
Mezner was one of the speakers at 
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the Third Annual Lawyers and 
Certified Public Accountants Tax 
Institute of Mississippi at Hatties- 
burg, Mississippi. The subject of 
his talk: Advantages of the Natural 
Business Year. 


Mr. Robert W. Myers spoke 
before the Northern Chapter of the 
Illinois Society of Certified Public 
Accountants on the subject, Re- 
lationship Between Attorneys and 
Certified Public Accountants. Mr. 
Myers also was one of the speakers 
at a joint meeting of Rockford 
Insurance Underwriters, Attorneys, 
Trust Officers, and Certified Public 
Accountants. His subject was, 
Part Played by Accountants in 
Estate Conservation. 


St. Louis Office 


The following members of the 
St. Louis office are currently serving 
on committees of the Missouri 
Society of Certified Public Ac- 
countants: 


Mr. Thomas J. Snowden—Committee on 
Cooperation with Bankers and Other 
Organizations. 


Mr. Kermit M. Pennington—Chairman of 
the Committee on Organization and By- 
Laws. 

Mr. Russell B. Woolley—Committee on 
Professional Ethics. 


Mr. E. F. J. Meyer is a member of the Com- 
mittee on Corporate Accounting Pro- 
cedures and Reports of the Controller’s 
Institute of America, the Educational 
Committee of the St. Louis Control and 


of the Admissions Committee of the St. 
Louis Chapter of the Missouri Society 
of Certified Public Accountants. 


Mr. Victor A. Frederick passed 
the May C.P.A. examination and 
has received his Certificate from 
the Missouri State Board of Ac- 
countancy. 


San Francisco Office 


Miss Niara Booker and Mr. 
Clayton H. Goodell were presented 


with gold watches commemorating {| 


their twenty-five years of associa- 
tion with L. R. B. & M. at a staff 
dinner at the Bohemian Club on 
July 11. Other guests of honor at 
the dinner were Mr. Marsh of the 
Pittsburgh office and Mr. Case of 
the New York office. 


Mr. Giles spoke on The Internal 
Revenue Code as It Affects Educa- 
tional Institutions at the annual 
convention of the Western Asso- 
ciation of College and University 
Business Officers held at Reno on 
May 11-13. 


Mr. David Biasotti has passed 
the C.P.A. examination. 


Mr. Giles is Chairman of the 
Committee on Cooperation with 
State Government of the California 
Society of Certified Public Ac- 
countants, and Mr. Robert Bu- 
chanan is a member of the San 
Francisco Chapter Committee on 
Taxation. 
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Seattle Office 

Mr. Robert L. Aiken has recently 
been appointed Chairman of the 
Professional Ethics Committee of 
the Washington Society of Certified 
Public Accountants. Mr. Aiken 
has also been selected as a member 
of the Speakers’ Bureau of the 
United Good Neighbor Fund cam- 
paign, and has been elected to the 
Board of Governors of the Institute 
of Internal Auditors, Puget Sound 
Chapter. 

Mr. Glenn M. Light has received 
his C.P.A. certificate. 


Tulsa Office 


Mr. T. W. McKibben is again 
teaching a course in auditing at the 
downtown division of Tulsa Uni- 
versity. During the month of 
September, he spoke before each of 
the Tulsa and the Oklahoma City 
Chapters of the Oklahoma Society 
of Certified Public Accountants on 
Seiling Your Profession. 

Mr. A. H. Degener has been 
appointed a member of the National 


CEFOYESO 


Affairs Committee of the Tulsa 


Chamber of Commerce. 


Washington Office 


Mr. Richardson acted as a panel 
member at the Eighth Annual 
Institute on Federal Taxes held by 
the American University in Wash- 
ington, D. C., on December 3, 1952. 
He is also scheduled to speak on 
Current Tax Developments before 
the Baltimore Chapter of N.A.C.A. 
on January 20, 1953. 


The following members of our 
organizations have been admitted 
to the American Institute of Ac- 
countants: 


Robert H. Browse—Philadelphia 
John H. Craemer—Philadelphia 
Edward L. Gates—Boston 
Roscoe E. Irving—Boston 

Felix Pomerantz—New York 
Herman Stuetzer, Jr—Boston 
Charles R. Thorne—Chicago 
Godfrey W. Welsch—New York 
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